~KYKLOS 


| Internationale Zeitschrift fiir Sozialwissenschaften — | 
Revue internationale des sciences sociales *: CATES 
International Review for Social Sciences,” 


Editores: Louris Baupim, Paris 
Erwin von Beckeratu, Bonn — Luic: Emaupt, Roma 
Howarp S. Eun, Berkeley —- Atvin H. Hansen, Cambridge usa 
Sir Roy F, Harrop, Oxford — J. R. Hicxs, Oxford —- W.A. Jour, St. Gallen 
Freperic C. Lang, Baltimore - WitHELM Répxe, Genéve 
Epcar Sau, Basel - Redactor: Rupour Frei, Ziirich 


Vol. XIII - 1960 - Fasc. 2 


Joun H.G. Prerson: An International Economic Code: A Suggestion. 163 


K: Wiiu1am Kapp: Economic Development, National Planning and 
Public Administration 


W.P. Hocan: Farm Income Stabilisation: Comments from the New 


Juuio H.G. Oxrvera: Cyclical Economic Growth under Collectivism . 
A. Nove: Some Observations on Professor Olivera’s Article 


Haratp Dickson: Logical Aspects of Identities in Mathematics and in 
Economics: A Note 


Gustav Ranis: Some Case Studies of Economic Development and 
Hoselitz’s General Theoretical Schema: A Comment 


Besprechungen — Comptes rendus — Reviews 
Bibliographie — Bibliography 
Autoren — Auteurs — Authors 








Brems H. Output, Employment, Capital, and Growth (D.B.J. Schouten) 





BESPRECHUNGEN - COMPTES RENDUS ~ REVIEWS 


& 


Cxommanr pe Lauwe P. and others. Famille et habitation (7. A. Ponsioen) 


Epwarps R.S. and Townsenp H. Business Enterprise: Its Growth and 
<enention: (6. C. ARM oo a we Se ee eee 286 


Erpman P. Swiss-American Economic Relations (M. Silberschmidt) . . . 287 

Lanpseck A. The “‘New” Theory of Credit Control in the United States 
Me IE. > Gai ad wles Me hie wa ae 9 a Re! 289 

Macuuvp F. An Economic Review of the Patent System (j.S. Bain) . . 291 


Wertraus S, A General Theory of the Price Level, Output, Income 
Distribution, and Economic Growth (H.Hegeland). . . ...... 292 


The Comparative Study of Economic Growth and Structure (W.W. Rostow) 295 
Research into Factors Influencing Human Relations (A.H. Richmond) . . 297 


KYKLOS erscheint vierteljahrlich, Abonnementspreis sFr. 26.— pro Jahr. 
is a quarterly, annual subscription Sw. Fr. 26.— (us$6.—). 
est une revue trimestrielle, prix de l’abonnement fr.s. 26.— l’an. 


Manuskripte und Besprechungsexemplare sind zu richten an den Redaktor: 
Manuscripts and review copies may be sent to the editor: 
Priére d’adresser les manuscrits et les exemplaires du service de presse au rédacteur : 


Dr. Rudolf Frei, Postfach, Ziirich 1 (Switzerland/Suisse) 


Abonnementsbestellungen, Korrespondenz betreffend Inserate, Aamrathenect 
usw. sind zu richten an: 

Subscriptions, correspondence relating to advertising, permission to quote etc., 
may be sent to: 

Pritre d’adresser toute correspondance concernant |’administration (abonne- 
ments, annonces, droit de reproduction, etc.) & l’éditeur: 


Kyklos-Verlag, Postfach 785, Basel 2 (Switzerland/Suisse) 




















AN INTERNATIONAL ECONOMIC CODE: 
A SUGGESTION 


I 


In the economic sphere, expectations play a particularly important 
part, both in capitalist and in socialist systems. A mainspring of 
positive action is the anticipation that favorable conditions will be, 
or can be made to be, present. A question arises as to whether the 
economic work of the United Nations could at this time do more 
to apply the same general principle internationally on a worldwide 
basis. The effects would be economic and, indirectly, political, the 
two spheres being so closely linked. 

It is widely conceded that the material welfare of the have-not 
nations could be substantially advanced by economic means if only 
political tensions could first be relaxed. This consideration is of great 
importance but, of itself alone, it seems to assign to economic means 
only a secondary and dependent role. It is also widely believed that 
poverty tends to breed war, so that economic means that help to 
reduce poverty already help to lessen political tensions and the 
chances of war. It is indeed necessary to act on this premise but, 
unfortunately, in present circumstances, if peace must wait until 
poverty has been eradicted, it must wait a long time. Is there no 
way out of these delays and frustrations? 

A way might perhaps be found if it were possible to draw to a 
greater extent on expectations to supply what present reality cannot. 
That is, the attempt might be made to build up hope and begin to 
allay fear by somehow introducing on a worldwide basis a greater 
measure of favorable assurance about future economic conditions— 
long before national and international action had been able to di- 
minish existing poverty to any really gratifying extent. 

The way to do this on the grand scale—always assuming, of 
course, that it were possible at all in conditions as we find them 
today—would be through the promulgation of an International 
Economic Code. Such a “Code” or charter need not be (it will be 
argued below that it should not be) a convention binding on govern- 
ments, since a considerable measure of favorable assurance would 
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most likely be obtained without enforceable commitments. It would 
be better, potentially, than piecemeal international agreements 
about this or that aspect of international economic relations, valuable 
though these, too, would be. For example, it would be better, 
potentially, than a charter on trade such as the General Agreement 
on Tariffs and Trade (Gatr) already provides, plus some regional 
Common Markets, plus a charter on foreign investment. This is so, 
partly because it would be more far-reaching than any imaginable 
series of such limited-purpose agreements, and partly because, in 
matters of this kind, the whole is greater than the sum of its parts. 
Putting it more colloquially, professional negotiators know the virtues 
of a “package deal’. 

The latest attempt at such a Code was the Havana (International 
Trade Organization or 1To) Charter, signed more than ten years ago 
in 1948 but not ratified. Since any parallels that might be cited from 
earlier periods of history would certainly be far from complete, we 
may call that also the first or pioneer attempt. Numerous reasons 
have been assigned for its failure to win the acceptance of the legis- 
latures of governments. Two rather compelling reasons were that the 
Havana Charter undertook to contain binding commitments on 
governments, and that it began by taking the reduction of trade 
barriers—an excellent objective but not the main need of the postwar 
world—as its pivotal point. 


II 


Since nations are differently circumstanced they naturally espouse 
different and only partially consistent principles. In their necessity 
to live and prosper as best they can, they must obviously behave in 
this mutually inconvenient manner. Thus, a main problem in all 
international negotiations is to decide which principles should give 
way to which others—and to what extent. 

What should be the relationships among, for example, the follow- 
ing important economic principles, each of which has its advocates 
in various parts of the world: 


(1) that a country should not be prevented by international commitments from 
using domestic means to maintain full employment; 

(2) that a country should receive some protection against the “‘export’’ of 
deflation, or of inflation, by other countries; 
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(3) that its exports of goods and services should not be discriminated against by 
other countries; 

(4) that even non-discriminatory barriers against its exports should be reduced 
where they are high and should be on a basis favoring the efficient economic 
competitor (i.e. a tariff rather than a quota basis) ; 

(5) that an underdeveloped country should for the sake of its economic develop- 
ment be accorded exceptional rights to erect trade barriers; 

(6) that major primary commodity prices should by special arrangements or 
agreements be prevented from fluctuating widely; 

(7) that private foreign investment, and private enterprise in general, should 
be given encouragement and protection ; 

(8) that adequate foreign capital should be made available to the underdevel- 
oped countries without strings for purposes to be determined by the recipients ; 

(g) that foreign trade should be conducted (or should not be conducted) by 
the state; 

(10) that competitive enterprise should be protected against unfair practices of 
private cartels and uneconomic behaviour of government trading organiza- 
tions; 

(11) that competition in international trade should not take place on the basis of 
substandard labor conditions; 

(12) that countries should not seek to promote their export trade by competitive 
currency devaiuation? 


The list, while it includes many of the major principles espoused by 
various governments, is of course not exhaustive. 

It would be premature to undertake to answer the above question 
here, but some general comments may be offered on it. In the first 
place, the relationships among the various principles in any Code 
capable of carrying a sense of conviction and serving as a guide to 
action would obviously have to be somewhat subtle and intricate, 
though perhaps less so than would appear on the surface. In the 
second place, we can safely assume that to frame a binding conven- 
tion with regard to such difficult subject matter would still be an 
impracticable undertaking. ° 

In the third place, even a Code conceived of as only a body of 
principles representing the “‘best thought” or “conscience” of hu- 
manity on this subject—principles not backed by sanctions other 
than the force of world opinion—could probably not be worked out 
successfully unless some definite and at the same time generally 
acceptable “orientation” could be given to it from the beginning. 
That is, there would first have to be a decision that the various 
principles involved should be mutually related in a manner cal- 
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culated to uphold one or more master principles recognized by nearly 
everyone as being of pivotal importance. Here, probably, is the crux 
of the problem. 

Fortunately, viewed from this angle, the situation looks far from 
hopeless. There are, certainly, master international principles that 
nearly all thinking persons are now coming to recognize as being, 
by necessity, of pivotal importance. We may call these master prin- 
ciples the principle of greater international accommodation (“har- 
mony” would be perhaps too strong or ambitious a word), and the 
principle of higher and more equal economic development. 

One other important element, referred to earlier, is the need for 
a fair degree of inclusiveness in the subjects to be covered by such 
a Code. The bigger the “package’’, the greater the opportunity for 
countries to make concessions on points not deemed to be absolutely 
vital to their interests. Such points, if negotiated on separately (the 
conditions that should govern foreign investment, for example, or 
those for commodity agreements), will naturally be the subject of 
the sharpest bargaining, each one separately to the limit. 

Thus the rather lengthy list of principles given above may in fact 
need still further expansion for best results. For instance, the case 
for special regional trade arrangements might require formulation 
as a positive principle rather than as a mere exception to the pre- 
viously mentioned principle of non-discrimination in trade. And the 
question of immigration policy, which could well be regarded as 
the ultimate question in this entire field, might turn out, in this day 
of explosive population increases, to be better included than ignored 
altogether.—If so, its inclusion might possibly be by way of a prin- 
ciple relating immigration quotas in some degree and manner to 
population growth rates in the countries of origin. 

What has been said up to this point is that an International 
Economic Code might be possible, given the following conditions: 
(1) no binding commitments on governments, hence no need for 
detailed, legally conceived and drafted safeguarding clauses; (2) a 
decision to seek to recognize all the major international economic 
policy needs or motivations; and (3) a decision to examine them all 
together from the point of view of certain overriding objectives of the 
world community—namely, greater international accommodation and 
higher and more equal economic development. 
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III 


What the master principles could be expected to do is to make it 
possible to get a far larger measure of agreement than could other- 
wise be had about the circumstances in which (to put it abstractly) 
A should take precedence over B, and B over C, and about those 
other circumstances in which in turn B or even C must, in a practical 
sense, be considered paramount. 

With self-interest as the starting point and international accom- 
modation and economic development as the added master prin- 
ciples, it can be broadly deduced, for example, that the principle 
against the “‘export” of deflation (No.2 in the above list), the one 
against preventing the use of domestic means to maintain full em- 
ployment (No.1) and the one for lowering tariffs and avoiding 
quantitative restrictions or quotas (No.4) stand, as a general pro- 
position, in that order of priority. (“‘Priority” here means breadth 
or inclusiveness of interpretation; no implication of chronological 
sequence is intended, since all principles are assumed to be in effect 
simultaneously.) However, a small industrial country suffering from 
balance of payments difficulties and incapable of exerting much 
deflationary influence beyond its own borders might be conceded a 
top priority for principle No. 1, and a major industrial power might, 
on the other hand, be asked to limit its definition of “domestic”’ 
means under principle No. 1 in such a way as to give higher priority 
to the obligation expressed in principle No. 4. This, of course, is a 
much over-simplified illustration. 

In practical terms, this approach undoubtedly implies concessions 
to the underdeveloped or have-not nations at various points. That 
is, all nations would have obligations but the degree of obligation 
would tend to vary directly with their wealth, power and influence— 
the reverse of the jungle law. The industrialized countries would not 
need to become poorer; on the contrary! However, they would need 
to cooperate in making the underdeveloped countries go forward at 
a relatively faster pace. This, it should be pointed out, is not some- 
thing that could be realistically attributed to the Code, since it 
appears to be rather a condition for maintaining the modern world 
as a going concern. What the Code, if it existed, would do would be 
to recognize the actual situation overtly in a formal and orderly way. 
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It must be apparent that restraint and good will would have to 
be exercised by governments when judging whether or not to ap- 
prove a Code of this kind. Too narrow or extremist a view, expressed 
in the form of unworkable amendments, could injure or destroy its 
prospects. For example, one country might be tempted to insist that 
private investors should simply dictate the terms on which their 
capital would be exported for development purposes, while another 
country might be tempted to demand formal codification of the 
right to nationalize and of the proposition that the prices of primary 
commodities must go up in relation to the prices of manufactured 
goods. If such positions were to be taken up and were not overridden 
by a more balanced, world-embracing view, the Code could become 
a travesty of the concept with which it began. 

This reference to political considerations by no means denies their 
importance cr value but rather suggests that success would depend 
not only on the Code’s substance but also on the process by which 
its text might be developed. Early public debate—say on the com- 
position and terms of reference of a commission of experts to be ap- 
pointed to do the drafting—might easily cripple the undertaking 
from the start. On the other hand, by the methods of analysis, con- 
sultation with experts and quiet diplomacy open to the United 
Nations Secretariat for doing the job assigned to it under the 
un Charter, it seems reasonable to suppose that a suitable document 
for adoption by the Economic and Social Council might be evolved. 


IV 


If it be said that such a Code would create jurisdictional conflicts 
with the Specialized Agencies—in whose fields of responsibility much 
of the Code’s far-ranging subject matter would undoubtedly lie— 
a two-fold answer might be given. There is no reason why existing 
charters with detailed rules and provisions for enforcement should 
not co-exist with a new declaratory Code of broader scope, designed for 
the purpose of getting the world forward by fitting the various pieces 
of the picture together and creating favorable expectations. Secondly, 
in seeking to end the compartmentalization of economic policy and 
construct an integrated approach, the United Nations would be 
exercising just the kind of leadership of which it alone is capable. 
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If it be said, on the other hand, that a declaration of general 
principles without binding and enforceable commitments is worth- 
less even if signed by many governments, no decisive answer can be 
given. However, it must equally be admitted by the critics that no 
means of making progress on the international relations front have 
yet been discovered that can be called infallible. In this situation, 
the exact relation between moral and legal forces becomes unclear, 
and what remains is a strong imperative to develop and use the 
potentialities of both. 


New York Joun H. G. Prerson* 


SUMMARY 


The importance of expectations suggests the possibility of devising economic 
means for the improvement of world conditions that would achieve results more 
quickly and be less dependent on prior political settlements than ordinarily 
imagined. The key might be an International Economic Code designed to 
provide a larger measure of favorable assurance about future economic conditions. 
Such a Code could be more effective than a series of limited-purpose agreements; 
e.g., GATT plus some regional Common Markets plus a foreign investment charter. 
Unlike the unratified Havana (1ro) Charter, it would have to be a declaration of 
principles and avoid binding commitments. 

Nations inevitably espouse different and partly conflicting principles con- 
cerning international obligations as to full employment, inflation, trade barriers, 
trade discrimination, new industries, primary commodity prices, foreign invest- 
ment, cartels, state trading, substandard labor conditions, currency devaluation, 
etc. The problem in international negotiations is to decide which principles 
should give way to which others, in what circumstances, and to what extent. 
Chances for success of the Code would depend on its recognizing all the major 
international economic policy needs or motivations and relating them to each 
other in a way that conceded the primacy of two master principles—greater 
international accommodation, and higher and more equal economic development. 

On this basis the Code would undoubtedly make concessions to the under- 
developed nations, although it would be advantageous to all. It would have to 


* The author is a member of the Secretariat of the United Nations. The views 
expressed herein, however, are his personal views and should not be interpreted 
as those of the Organization. 
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subordinate extremist positions to a more balanced, world-embracing view. The 
United Nations alone is capable of exercising the necessary leadership on this 
broad front. By the methods of analysis, consultation with experts and quiet 
diplomacy open to its Secretariat under the un Charter, a document complement- 
ary to narrower Specialized Agency charters and suitable for adoption by the 
Economic and Social Council might be evolved. 


ZUSAMMENFASSUNG 


Ein Vorschlag fiir einen internationalen Wirtschaftskodex. Die Bedeutung, welche den 
Erwartungen zukommt, eréffnet die Méglichkeit, wirtschaftliche Mittel zur Ver- 
besserung der internationalen VerhAltnisse einzusetzen, die schneller Ergebnisse 
zeitigen wiirden und weniger von vorgangigen politischen Regelungen abhangig 
waren als gewohnlich angenommen wird. Der Schliissel dazu kénnte ein Inter- 
nationaler Wirtschaftskodex sein, durch welchen gréssere Gewahr fiir giinstige 
wirtschaftliche Bedingungen in der Zukunft geboten werden kénnte. Ein solcher 
Kodex kénnte wirksamer sein als eine Reihe von Vereinbarungen mit beschrank- 
ten Zielen, wie zum Beispiel das GATT, zusammen mit einigen regionalen ge- 
meinsamen Markten und einer internationalen Investitionscharta. Im Gegensatz 
zur nichtratifizierten Havana Charta (1ro) miisste der Kodex eine Prinzipien- 
erklarung sein und bindende Verpflichtungen vermeiden. 

Es ist unvermeidlich, dass verschiedene Lander unterschiedliche und zum Teil 
einander widersprechende Grundsatze vertreten in bezug auf internationale Ver- 
pflichtungen betreffend Vollbeschaftigung, Inflation, Handelsschranken, Handels- 
diskriminierungen, neue Industrien, Rohwarenpreise, Auslandsinvestitionen, 
Kartelle, Staatshandel, extrem niedrige Arbeitskosten, Wahrungsabwertungen 
usw. Bei internationalen Verhandlungen besteht das Problem darin, zu ent- 
scheiden, welche Prinzipien anderen (und welchen) nachgehen sollen, unter 
welchen Umstanden und in welchem Ausmass. Die Erfolgsaussichten des Ko- 
dexes wiirden davon abhangen, dass er alle wichtigen internationalen wirtschafts- 
politischen Erfordernisse oder Antriebe beriicksichtigt und diese so zueinander in 
Bezichung setzt, dass zwei Hauptgrundsatzen das Primat zukommt, namlich 
erstens grésserer internationaler Angleichung und zweitens beschleunigter und 
gleichmassigerer wirtschaftlicher Entwicklung. 

Auf dieser Grundlage wiirde der Kodex zweifellos Konzessionen an die unter- 
entwickelten Lander machen, obwohl er fiir alle von Vorteil ware. Er miisste 
extreme Positionen einem abgewogeneren, weltumfassenden Blickpunkt unter- 
ordnen. Nur die Vereinigten Nationen sind in der Lage, auf dieser breiten Front 
die notwendige Fiihrung zu iibernehmen. Uber den Weg der Analyse, durch Be- 
ratungen mit Experten und mit Hilfe lautloser Diplomatie —- Methoden, die dem 
uno-Sekretariat auf Grund der Charta der Vereinigten Nationen offen stehen — 
kénnte als Erganzung zu engeren «Specialized Agency» Chartas ein Dokument 
abgefasst werden, das geeignet ware, vom Wirtschafts- und Sozialrat der uNo 
angenommen zu werden. 
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AN INTERNATIONAL ECONOMIC CODE 





RESUME 


Suggestion pour un code économique international. L’importance que revétent les espoirs 
d’améliorer les conditions économiques dans le monde suggére la possibilité 
d’imaginer des moyens qui permettraient d’obtenir des résultats plus rapidement 
et qui dépendraient moins du réglement préalable des questions politiques qu’on 
ne l’admet habituellement. La clé de ce probléme pourrait étre apportée par un 
code économique international, destiné 4 fournir une meilleure garantie quant 
aux conditions économiques futures. 

Un tel code pourrait étre plus efficace que toute une série de conventions pour- 
suivant des objectifs limités tels que par exemple le GATT, conjointement avec 
quelques Marchés Communs régionaux et une charte internationale pour les 
investissements. Contrairement 4 la Charte de la Havane (To) qui n’a pas été 
ratifiée, ce code devrait constituer une déclaration de principes et éviter des 
engagements obligatoires. 

Inévitablement, des pays différents défendent des principes également dif- 
férents et en partie contradictoires au sujet des obligations internationales con- 
cernant le plein emploi, l’inflation, les barriéres douaniéres, les discriminations 
commerciales, les nouvelles industries, les prix des matiéres premiéres, les in- 
vestissements extérieurs, les cartels, les opérations commerciales de 1’Etat, les 
conditions de travail extrémement basses, les dévaluations monétaires etc. Dans 
les négociations internationales, le probléme consiste 4 décider quels principes 
devraient céder le pas 4 d’autres (et auxquels), dans quelles circonstances et dans 
quelle mesure. Les chances de succés du code dépendront de ce qu’il reconnaitra 
toutes les principales exigences ou raisons de la politique économique interna- 
tionale et de ce qu’ il les classera les unes par rapport aux autres de telle fagon que 
la primauté sera accordée aux deux principes fondamentaux, 4 savoir premiére- 
ment une plus grande accomodation internationale et deuxiémement un déve- 
loppement économique accru et plus égal. 

Sur cette base, le code ferait indubitablement des concessions aux pays sous- 
développés; cependant, chaque pays y trouverait son avantage. Le code devrait 
soumettre les positions extrémes 4 un point de vue plus équilibré, embrassant le 
monde entier. Seules les Nations-Unies sont en mesure d’assumer la direction 
nécessaire sur une échelle si vaste. A l’aide des méthodes d’analyse, de consulta- 
tions avec des experts et de la diplomatie secréte — qui peuvent étre librement 
utilisées par le Secrétariat de l’onu en vertu de la Charte des Nations-Unies — 
un document pourrait étre rédigé 4 titre de complément aux chartes plus étroites 
des «Specialized Agencies», document qui serait susceptible d’étre accepté par le 
Conseil économique et social de l’onu. 











ECONOMIC DEVELOPMENT, 
NATIONAL PLANNING AND PUBLIC 
ADMINISTRATION’ 


1. Administration: 
A Strategic Factor of Economic Development 


The success or failure of national economic planning in the under- 
developed world depends to a significant degree upon the establish- 
ment of an effective system of public administration capable of im- 
plementing the economic, social and political reforms and policies 
which the development plan entails. By giving effect to these reforms 
and policies public administration not only implements the plan but 
also overcomes some of the suspicion and distrust which separate the 
government and the people in many of the economically less ad- 
vanced countries and which, in the past, have often been responsible 
for the failure to evoke popular initiative and participation in the 
planning effort. Thus the strategic significance of public administra- 
tion in economic development is to be found in the fact that it imple- 
ments the plan, that it releases popular energy and initiative as well 
as community effort and that it channels latent propensities for co- 
operation and self-improvement into productive activities. 

The connection between public administration and economic de- 
velopment has been stressed by all those earlier political economists 
who have emphazised the relationship between politics and eco- 
nomics and indeed the primacy of the former over the latter. It is 
no accident that these writers from Alexander Hamilton to Daniel 
Raymond and Friedrich List were all influenced by their close con- 
tacts with the problem of economic development in the then “‘under- 

1. Research for this article was conducted in India where the author spent 
nine months as a Fulbright Research Professor at the Gokhale Institute of Politics 
and Economics in Poona in 1957/58. The actual writing of the article was made 
possible by a partial release from his teaching duties during the Spring term of 
1959. While the author gratefully acknowledges this release by Brooklyn College, 
made possible in part by funds granted by the Carnegie Corporation, he would 
like to state that neither Brooklyn College nor the Corporation assume any 
responsibility for any of the statements and views expressed in this article. 











sg Aa 


&,. a> m° 


= © o@e 




















DEVELOPMENT AND PUBLIC ADMINISTRATION 173 


developed” United States of America. List in particular singled out 
public administration and government as strategic factors in eco- 
nomic development. Indeed, his well-known doctrine of protection- 
ism is merely a part of his more fundamental theory of productive 
forces in which he stressed the primacy of institutional factors in the 
development process?. Economists and economic planners who 
ignore these “political”? and “institutional” factors in economic 
growth run the risk of seeing their calculations and policies defeated 
by non-implementation and non-participation resulting from a 
quantitatively deficient and qualitatively defective system of ad- 
ministration. 

To call public administration a strategic factor in economic de- 
velopment is not equivalent to considering it as the only factor or 
for that matter the primary cause. The process of growth and de- 
velopment is neither set nor kept in motion by one factor alone. 
Public administration is at best only one of several factors in eco- 
nomic growth. It is “‘strategic”’ in the sense that it influences and 
determines the success of the entire development plan and that it is 
susceptible to deliberate social control and change’. 

Of course, planning authorities are aware of the strategic role of 
public administration for the implementation of the plan, and prob- 
lems of public administration are anything but a neglected factor 
in the literature dealing with economic development*. However, 


2. ‘The publicity of the administration of justice, trial by jury, parliamentary 
legislation, public control of state administration, self-administration of the com- 
munalities and municipalities, liberty of the press, liberty of association for useful 
purposes, impart to the citizens of constitutional states, as also to their public 
functionaries, a degree of energy and power which can hardly be produced by 
other means. We can scarcely conceive of any law or any public legal decision 
which would not exercise a greater or smaller influence on the increase or decrease 
of the productive power of the nation.’”’ Frrepricu List, The National System of 
Political Economy, New York 1904, p. 113. 

3. J.M.Crark used the term “‘strategic”’ in this sense: ‘“‘A factor may be 
said to have strategic importance if it has real power to control other factors and 
to determine the general character of the results; and it has peculiar strategic 
importance if, in addition, we have power to control it.”’ Strategic Factors in Business 
Cycles, National Bureau of Economic Research, New York 1934, pp.6/7. 

4. See J.J.SpENGLER, ‘‘Public Bureaucracy, Resource Structure, and Eco- 
nomic Development”’, Kyklos, 1958, pp. 459-489 and the literature quoted therein. 
The authors of India’s Second Five Year Plan emphasized the strategic significance 
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while the general importance of public administration has found 
recognition the specific manner in which economic development and 
national planning are affected by inadequate and defective public 
administration is rarely explored. This is at least in part due to the 
fact that the whole complex of administration and administrative 
reform is regarded as lying outside the province of economics which 
takes human attitudes and institutional (administrative) arrange- 
ments or their defects as given and prefers to concentrate attention 
on the process by which such “dependent” and “independent” vari- 
ables and aggregates as the propensity to consume, the marginal 
efficiency of capital, the national income, capital output and the 
volume of employment are influenced and determined by what is 
considered as given. For all practical purposes growth and develop- 
ment in the less developed parts of the world seem to depend rather 
upon the speed and efficiency with which given attitudes and in- 
stitutions can be and actually are modified and changed. Viewed 
in its truly dynamic dimension the process of economic growth and 
development is and always has been a problem of political and socio- 
cultural change. Economists and economic planners are likely to 
make their greatest contribution to the actual economic develop- 
ment of their respective countries if they identify and act upon the 
strategic factors in this process rather than by tracing interrelation- 
ships under given (i.e. stationary) conditions in the light of past 
performances. 


of administration in the following words: “‘While the area of agreement on matters 
of policy is considerable, doubt exists whether in its range and quality administra- 
tive action will prove equal to the responsibilities assumed by the Central and 
State governments in the Second Five Year Plan. It is likely that as the plan 
proceeds difficult issues will relate less to matters of policy and approach, more 
to questions of administration and organization... If the administrative machinery 
both at the Centre and in the States, does its work with efficiency, integrity and 
with a sense of urgency and concern for the community, the success of the second 
plan would be fully assured. Thus, in a very real sense, the second five year plan 
resolves itself into a series of well defined administrative tasks.’? Government of 
India, Planning Commission, Second Five Year Plan, 1956, p.126. See also R.L. 
Park and I. Tinker (eds.), Leadership and Political Institutions in India, Princeton 
1959, especially Parts v1 and vu. 
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2. Public Administration and “‘Laisser-Faire’’ 


The view that economic development is a “natural”, autonomous 
and self-regulating process which calls for no further social, political 
and administrative change has always been a myth which any de- 
tailed study of the process of economic growth in Europe, the United 
States and the Soviet Union can easily refute. Economic growth and 
development everywhere has been accompanied if not indeed ini- 
tiated by far-reaching administrative reforms. The system of mer- 
cantilism which preceded the period of rapid economic development 
in England and Western Europe was a period of radical administra- 
tive reforms aiming at economic and political integration and pre- 
paring the way for the emergence of national economies in England, 
France and Holland. The same applies to Peter the Great’s mer- 
cantilist reforms and the elaborate political and administrative 
changes that preceded and still accompany the planning and de- 
velopment efforts in the Soviet Union. While none of this is either 
new or surprising, it is important to point out that the transition to 
relatively free markets in England and later for a limited time in 
Western Europe, saw not a scuttling but rather an enlargement of 
the role of administration. Indeed “the road to the free market was 
opened and kept open by an enormous increase in continuous, cen- 
trally organized and controlled interventionism... The introduction 
of free markets, far from doing away with the need for control, 
regulation and intervention, enormously increased their range. Ad- 
ministrators had to be constantly on the watch to ensure the free 
working of the system. Thus even those who wished most ardently 
to free the state from all unnecessary duties, and whose whole philo- 
sophy demanded the restriction of state activities, could not but 
entrust the self-same state with the new powers, organs, and instru- 
ments required for the establishment of laisser-faire”>. What is more, 
this increase of administrative functions of the state, which had 
the blessing of Bentham’s utilitarianism gave rise to a central bureau- 
cracy and an administrative machinery which for many purposes 
replaced parliamentary legislation (in England) and moreover had 
to be constantly adapted to new requirements®. 


5. Kart Poranyt, The Great Transformation, New York 1944, pp.140/141. 
6. Ibid., p. 140. 
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Indeed there was little that was “natural” or “automatic” about 
laisser-faire; it was preceded by deliberate administrative reforms 
and called for continuous expansion of state action. The creation of 
a civil service and the continuous centrally initiated administrative 
reforms in England, the tradition of effective local self-government, 
the constant improvements in public administration and the con- 
tinued attention paid to policies of internal improvements ever since 
the inauguration of Federalist policies in the United States, the ad- 
ministrative reforms under Stein und Hardenberg in Prussia and the 
deliberate state measures by which Germany and partly France 
succeeded in matching England’s economic development are too 
well known to require detailed discussion in this context. 


3. National Economic Planning and Public Administration 


If economic development under the system of laisser-faire called for 
a considerable increase of the administrative apparatus planned 
economic development is likely to call for an even greater administra- 
tive effort. There are at least two reasons for this. In the first place, 
many of the economically less developed countries enter the stage 
of economic development at a different level and with a considerably 
less developed machinery of gove:nment than did most of the Western 
European States during the Industrial Revolution. With few ex- 
ceptions of which India is an outstanding illustration many of the 
underdeveloped countries lack any well functioning administration. 
Even central governments are often without trained personnel and 
the machinery required for the implementation of economic and 
social policies. In so far as they exist at all regional administrative 
authorities are concerned mostly with such functions as the collection 
of revenues and the performance of police duties. 

Secondly, the role and significance of administration are greatly 
enhanced if economic growth becomes the objective of a deliberate 
economic plan. A national development plan is essentially a blue- 
print of public policies designed to bring about certain results which 
would not be forthcoming without it. Indeed such a development 
plan may be said to be a decision determining the strategy of govern- 
ment action embodied in rules, regulation, controls, directives and 
“impulses” all of which are designed to increase output and produc- 
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tivity. ““To be practical and effective, the plan must not only be a 
general scheme, but must have this [scheme] adequately worked out 
in detailed directives by careful planning of the different sectors. And 
it must give instructions for the specific inducements and controls 
by which the realization of those directives becomes effected”’’. It is 
clear why under these circumstances public administration assumes 
a key role in the development effort. Directives and controls must 
be applied, inducements have to be implemented and the progress 
and development process must be recorded and supervised so that 
the necessary adjustments can be enacted and effected as they be- 
come necessary. If government assumes these responsibilities of ini- 
tiating, directing and promoting economic development through 
various policies and reforms designed to channel investments and 
to overcome structural obstacles and social rigidities the establish- 
ment of an effective system of administration and an efficient civil 
service are bound to assume an unparalleled importance in the less 
developed countries. It may be worthwhile to contemplate briefly 
the range and variety of the various administrative implications of 
economic planning. 


Organization and Administration of the Economic Plan. Planning raises 
issues of organization and administration which are so central and 
far-reaching in their implications for the development process that 
they may well serve as the point of departure for our discussion. The 
programming of production goals and their coordination and syn- 
thesis into an over-all plan depends upon an appropriate central and 
regional planning organization that must gather and process the 
needed statistical information. This is not simply a matter of training 
and attracting to the central planning agency a number of statisti- 
cians and economists but calls for the creation of regional statistical 
and technical units which gather the necessary data and provide the 
information for a careful assessment and revision of targets in the 
light of actual performances and future potentialities. Economic 
planning is not possible without this two-way flow of information 
between the top agency and regional technical units. Any incom- 
petence, lack of efficiency or corruption in this administrative set-up 


7. GUNNAR MyrpAL, Economic Theory and Underdeveloped Regions, London 1957, 
pp. 80/81. 
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affects the quality of the performance and may jeopardize the success 
of the annual and the long-term development plan. Special difficulties 
of an administrative character arise from the widespread tendency 
of the rural population to conceal actual harvests and output po- 
tentialities for fear of higher taxes and other levies. Many a develop- 
ment plan has come to grief due to the absence of reliable data or 
miscalculations concerning such variables as national output or in- 
come, population growth, the available manpower resources, avail- 
able food supplies and crop estimates, yields, probable imports and 
exports, and the supply of foreign exchange®. 

The collection of statistical data is of course only a preliminary 
step in the entire planning procedure. The most important respon- 
sibility of the planning agency is to formulate the plan. That is to 
say it must define and redefine its content, it has to make decisions 
concerning priorities; it must coordinate the various parts of the 
plan; it must choose among alternative objectives and activities, it 
has to mobilize the necessary financial resources; it must allocate 
funds into specific budgets ; it must determine the allocation of foreign 
exchange in accordance with its import priorities. Nor is this all. 
The planning agency must not only formulate the plan and make 
the necessary allocations but it must watch over its implementation; 
it must endeavor to discern and appraise favorable and unfavorable 
developments; it has the responsibility of reformulating the plan in 
the light of new developments and the actual implementation or lack 
of implementation of the plan. This means that priorities may have 
to be redefined, resources have to be reallocated, policies have to 
be changed and programs in some fields may have to be stopped in 
accordance with new objectives and new priorities. Indeed the plan- 
ning agency is not simply a technical body concerned with various 
aspects of economic intelligence but it is involved in the making of 
political and administrative decisions of the highest order. No matter 
what its constitutional status and regardless of the actual definition 
of its functions and responsibilities a planning agency that formulates 
and administers a national economic plan is an agency of the political 
executive and moreover has to maintain the closest possible contact 


8. A case in point are the widely publicized and admitted miscalculations of 
output data in the Chinese economy in 1958/59 which was officially attributed 
to the lack of experience of the statistical personnel and lack of organization. 
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with the central, state and local administrative machinery. Just as 
any other policy decision the plan can be effective only if it is a 
binding decision for all concerned, that is to say if it can be followed 
through and implemented. While it is possible to distinguish con- 
ceptually between the planning process and its implementation by 
administration, for all practical purposes this line of demarcation 
cannot be maintained, or, if it is drawn and insisted upon, e.g. if the 
planning agency draws up the plan but has no power to follow 
through and see to it that decisions and policies are implemented by 
the administrative apparatus, one cannot really speak of national 
economic planning. And yet, lack of implementation and incomplete 
coordination seem to be two major limitations of the planning effort 
in the underdeveloped world. Planning commissions with more or 
less advisory capacities only seem to be the order of the day’. 


Implementation and Coordination of the Economic Plan. Central govern- 
ments often have to rely for the implementation of their policies and 
controls upon regional and local administrative agencies that are not 
under their jurisdiction. Of course, it is possible to argue that in this 
way local initiative is harnessed and local wishes and requirements 
taken into account. Frequently however, the responsibility for the 
implementation of the plan may not exist at all at the regional and 
local administrative level. De facto, there may be little coordination 
between the various layers of government. The central government 
may enact a piece of legislation and depend for its enforcement 
entirely upon state or local agencies which may have no machinery 
to deal with the matter or for other reasons may ignore the central 
legislation and pass laws of their own. While the central government 
will often have to subsidize the development effort of state and 
district governments its power to insist on enforcement and imple- 
mentation may nevertheless be limited. Indeed central governments 
may be more or less impotent to force state governments to imple- 
ment development legislation and to coordinate their own economic 
policies with those of the center. ““We can only draw attention...; 
we can press them and we can request them but ultimately the 


g. The relevant and important issues of administrative centralization and 
decentralization in planning cannot be dealt with in the present article. 
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decisions have to be taken by them’’!®, This inability of the center 
to implement its decisions and to take quick and decisive action is 
one of the major administrative deficiencies of economic planning 
under conditions of a federal system of government. To rely for the 
implementation of policies and controls upon government agencies 
and an administrative machinery that are not under its jurisdiction 
exposes the plan to the serious danger that decisions taken at the 
center will not be carried out or will actually be defeated by con- 
tradictory policies pursued at the state and district level. Needless 
to say that this danger is the more acute the greater the area of state 
rights within a federal system of government. But even under con- 
ditions of a more centralized political system this danger of non- 
enforcement of decisions and policies is not necessarily removed due 
to the absence or inefficiency of local administrative agencies. 

In addition to the lack of administrative implementation and 
enforcement of central policies there may also be duplication and 
incomplete coordination between government policies and govern- 
ment schemes. In fact there may be duplication between center and 
state ministries as well as several other agencies dealing with the same 
problem. For example, in India agriculture has been traditionally 
the responsibility of State Ministries of Agriculture. Over the years 
there have come into existence numerous agencies dealing with such 
specialized matters and problems as agricultural credit, community 
development, cottage industries, rural electrification and public 
works. Lack of coordination between these various agencies may give 
rise to duplication of effort, overfinance, conflicting rates and variety 
of terms of loans, inadequate scrutiny of applications and supervision 
of the utilization of the loan as well as delays in making funds available 
in time for the purposes for which they are sought and intended”. 


10. Statement by India’s Union Food Minister, Economic Weekly (Bombay), 
March 14, 1959, p.385. An American investigator of public administration in 
India likewise concluded that “‘the new government of India is given less basic 
reserve in power... The power that is exercised... in New Delhi is the uncertain 
and discontinuous power of prestige. It is influence rather than power’’. P.H. Ap- 
PLEBY, Public Administration in India: Report of a Survey, New Delhi 1953, p.17.- 

11. ‘Government schemes of agricultural credit in many respects are neither 
coordinated with one another nor with similar operations of cooperative in- 
stitutions. For instance, both the Revenue and Agricultural Departments provide 
agricultural finance. Again, these agencies operate in areas served by cooperative 
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It is probably no exaggeration to say that duplication of agencies, 
decentralization and lack of implementation are at the root of many 
of the administrative difficulties and deficiencies which hamper the 
development effort, not only in India but also in other parts of the 
underdeveloped world. It is not enough to draw up a plan for general 
economic development or for an increase in food production; it is 
not even enough for the planning commission to outline the steps 
which must be taken in order to bring about the desired results; nor 
do budgetary allocations offer any guarantee that additional facilities 
(e.g. irrigation) will actually be made available to and used by the 
cultivators in the field!*. In the last analysis the effectiveness of any 
plan depends rather upon the implementation of decisions which 
must be binding on all legislative and administrative levels of central, 
state and local government. 


Mobilization of Real Savings. A development plan has to indicate the 
available sources of (real) savings that are to be utilized for the im- 
plementation of the investment projects. Savings may consist of ex- 
cess of tax receipts, profits of government enterprises and nationalized 
industries, loans from the public and small savings, export surpluses 


institutions and advance loans for the very purpose of which cooperative agencies 
can and do advance loans at lower rates... There is thus duplication of agencies, 
duplication of finance and a variety of rates and terms of loans for different types 
of agricultural credit.’’ All India Rural Credit Survey, Vol. u, Bombay 1954, p. 208. 

12. New storage reservoirs and irrigation facilities are rarely utilized fully 
during the initial stages of their existence. However, administrative duplication, 
lack of coordination and delays in implementation have also contributed to the 
widespread failure to make use of these costly social overhead investments. The 
situation was aptly analyzed by Mr.S.K.Patit, former Minister of Irrigation 
and Power in reply to complaints about wastes involved in underutilization: ‘‘At 
the top is the Planning Commission... The Planning Commission plans. But 
even beyond planning they must also supervise... After the Planning Commission 
comes my Ministry of Irrigation and Power. Then comes the Ministry of Food 
and Agriculture... Then there are the agricultural ministries in the States. They 
are lords or monarchs by themselves. They naturally say, agriculture, is after 
all, a State subject. Who are you to tell us about our crop pattern and what we 
should do and should not do?... As if that was not enough the community projects 
also come in. The community projects are spreading far and wide; more and 
more villages are being brought into their orbit. Between all these five, sometimes 
there are lapses, there are omissions and sometimes loose ends are not tied to- 
gether.”’ The Statesman (New Delhi), March 28, 1958. 
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and foreign aid. The plan must make provisions for the effective 
mobilization of the country’s actual and potential surplus. Such 
mobilization of surpluses has to take place not only in financial terms 
but also in terms of physical resources. In practice this calls for a 
coordination of tax and fiscal policies with appropriate price policies 
in public enterprises and the control of imports and exports in order 
to bring about the desired results. Here again the success or failure 
of the development plan depends upon the extent to which these 
policies are coordinated and actually implemented by appropriate 
administrative measures. Lack of coordination between the fiscal and 
financial policies of center and state governments may lead to situ- 
ations where the central government pursues a policy of budgetary 
surpluses while state governments are reluctant to raise additional 
resources through fresh taxation, pursue policies of deficit financing 
or use additional revenues for the financing of non-developmental 
expenditures. Under such conditions the mobilization of real savings 
will be unsuccessful and the expected economic development will 
be defeated by shortfalls in investments, by deficit spending, in- 
flationary pressures and balance of payment shortages and excessive 
dependence upon foreign capital. Instead of channeling actual and 
potential savings into planned development projects, resources are 
diverted to non-developmental purposes and the production of con- 
sumers’ goods of a less essential character’. Such failures to mobilize 
savings and the diversion of available resources to non-productive 
(non-developmental) purposes are at least to some extent matters 
of ineffective administration and enforcement. 


Public (Government-Administered) Enterprise. Unlike the nationalized 
industries in England, France and Italy public enterprises in the 


13. In India, the imports of materials chiefly for the manufacture of consu- 
mers’ goods showed a threefold rise between 1956 and 1957. This increase of con- 
sumption at the expense of capital formation played a major role in the crisis of 
the Second Five Year Plan and its ultimate “‘rephasing’’ or cutback. More re- 
cently a committee of the Congress Parliamentary Party is reported to have found 
that almost all the additional taxes raised during the last few years were used up 
by increases in non-developmental expenditures; the Committee recommended 
the immediate stoppage of recruitment of administrative personnel for non-de- 
velopment purposes for a period of one year. The Hindu Weekly Review (Madras), 
November 30, 1959, p. 4. 
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underdeveloped world are more often than not important instru- 
ments of the planning effort. They are designed to serve one primary 
purpose: To get the generally desired process of industrialisation 
under way by laying the foundation for the development of heavy 
industries. Investments in public enterprises, such as steel, river 
valley development projects, fertilizers, transport and communica- 
tion, machine tools) absorb a major proportion of total planned in- 
vestment in many underdeveloped countries. Enterprises of this sort 
are expected to provide the bulk of total industrial employment and 
to act as generators of widespread economic growth. Their selection 
and location is often planned with a view to promoting balanced 
economic development in different regions of the country, and to 
provide the economic basis for the country’s defense. 

The organization of public enterprises, their management and 
control and their internal managerial policies raise administrative 
issues of considerable importance. State owned enterprises may be 
attached to government departments and operated in the same 
fashion as ordnance factories. Alternatively they could be organized 
along the British model as public corporations with considerable 
independence but responsible for periodic accounting and subject 
to parliamentary discussion and review. Or they could be established 
as separate concerns but subject to government management and 
operation’*. In each of these instances there arises the practical 
problem of how to combine managerial autonomy with social con- 
trol. While managerial efficiency demands a high degree of inde- 
pendence, the objective of industrialization and balanced economic 
growth will call for social control. The dilemma results from the fact 
that the managerial personnel of these companies is likely to be 
either identical with or dominated by senior civil service officers, 
a state of affairs which may make the autonomy of public enterprise 
a fiction. Underdeveloped countries are likely to suffer from a general 
shortage of competent managerial personnel and any rapid expan- 
sion of the managerial bureaucracy of public enterprise is bound to 


14. G.B. Batpwin, “Public Enterprise in India’’, Pacific Affairs, xxx, March 
1957, p.10. See also B. W. Lewis, British Planning and Nationalization, New York 
1952, and M.Ernaup1, M.Byé and E.Rosst, Nationalization in France and Italy, 
Ithaca 1955. 
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reduce the reservoir of available scarce managerial skill'®. The special 
position of the managerial personnel and various obstacles to making 
the operation of public enterprises truly public and fully accountable 
permit the development of various inefficiencies and wastes which 
may emerge only with considerable delays and for which respon- 
sibility can be conveniently shifted to the officials of ministries and 
the informal influence exerted by senior officials over their operation. 

We cannot discuss here the details of the management and ad- 
ministration of public enterprises. Nor can we enter into an analysis 
of the price and profit policies of such enterprises. One thing, how- 
ever, seems to be certain: These policies are likely to differ from 
those of private enterprise. As pointed out above, public enterprises 
are instruments of the general planning effort and are designed to 
accelerate the process of industrialization. To insist that they be 
managed with a view to maximizing profits under all circumstances 
would be evidence of a lack of understanding of the broader social 
benefits bound up with such investments. In fact, public price policies 
may vary from setting prices below costs in cases of social overhead 
investments with important social returns or “‘external economies” 
(or decreasing costs industries) to the use of prices as a means of 
indirect taxation in cases of goods that are scarce or services whose 
uses should be discouraged in accordance with the purposes of the 
general plan. Indeed there is no reason why pricing in publicly 
owned enterprises should not be used to produce a share of the 
nation’s real savings required for future economic growth. 

Two additional problems partly related to public administration 
and public enterprises cannot be discussed within the context of the 
present article: The tendency to establish state-owned enterprises 
where governmental controls over privately owned enterprises might 
turn out to be equally if not more effective and the maintainance of 
a public sector which serves “as a public pound of varying contents 
into which sick enterprises are cast but out of which, whenever 
possible, the profitable ones are retrieved”’?®. 


15. J.J.SPENGLER, op.cit., pp.484-486. In order to meet the shortage of 
managerial personnel the Indian Planning Commission suggested the setting up 
of a special Industrial Management Civil Service. See Government of India, 
Second Five Year Plan, New Delhi 1956, pp. 136/137. 

16. Ernaunt é¢ al., op.cit., p.6 and pp. 230/231. 
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4. Administration and Agrarian Reforms 


This is not the place to belabor the point that agricultural develop- 
ment must be an integral part of any national devc ‘opment effort. 
Without higher farm output it will be impossible to meet the in- 
creasing requirements for foodstuffs and raw materials and to prepare 
the way for the large-scale release of the rural labor force which the 
industrialization process calls for. 

The strategic significance of public administration in connection 
with agrarian reform can be fully appreciated only against the back- 
ground of the agrarian structure of most underdeveloped countries. 
Despite or perhaps because of foreign investments and Western pene- 
tration!” extending over several decades many of these economies 
have remained predominantly agrarian with up to 80 of the total 
population earning their livelihood in rural areas. The economic, 
social and political structure of these agricultural economies is such 
as to make any transition to modern agriculture a matter of socio- 
economic reforms. However, despite the enactement of a variety of 
legislative reforms backward methods of farming and agrarian apa- 
thy and despair have continued to be key obstacles to agrarian and 
economic development. Before indicating the role of public ad- 
ministration in this connection, it may be worthwhile to set forth 
briefly some of the salient features of the economic and social struc- 
ture of these agrarian economies!®. 

The bulk of the rural population in the underdeveloped world 
earn their livelihood not as independent farmers or landowners but 
as tenants, share-croppers and landless workers. Holdings are fre- 
quently uneconomically small and fragmented. Methods of produc- 
tion have not changed significantly during the last decades or cen- 
turies; implements and techniques are in many instances those 
which have been in use for hundreds of years. Indeed the share- 
cropping system affects adversely any incentive which cultivators 
would otherwise have to improve methods of production and to in- 


17. Including the infiltration of Chinese merchants and Hindu bankers in 
several countries of South-East Asia. 

18. For a detailed and documented analysis of the defects of the agrarian 
structure in underdeveloped countries see United Nations, Land Reform, New 
York 1951; see also E.H. Jacosy, Agrarian Unrest in Southeast Asia, New York 1949. 
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crease output. Moreover, the cultivators’ knowledge and financial 
ability to make use of modern techniques of intensive cultivation is 
limited. Agricultural credit is available, if at all, only from profes- 
sional and local money lenders at exorbitant interest rates!*. Tenants 
are burdened by high rents which may amount to up to 50 or 60%, 
of the total crop under certain conditions. Widespread poverty and 
a steady rise of the rural population account for unsanitary living 
conditions and increasing congestion in overcrowded villages where 
housing sites are hard to come by and are prohibitively expensive. 

Under these circumstances, it is understandable that farm policies 
and particularly various measures of land reform designed to increase 
agricultural output play an important role in the economic plans 
of many underdeveloped countries. Among these measures are 
tenancy reforms (such as the restriction of share-cropping tenancy, 
the transfer of land to the cultivator and the fixing of reasonable 
rents), schemes for the intensification of cultivation, promotion of 
agricultural extension work, provision of credit for productive pur- 
poses (such as the acquisition of fertilizers, improved seeds and cattle 
and the regulation and control of unorganized money lending), 
consolidation of fragmented holdings, the establishment of ceilings 
for the maximum size of holdings, the elimination of intermediaries 
who serve as revenue collectors, the promotion of cottage industries, 
cooperative farming and marketing schemes; the reclamation and 
disposal of government waste land to landless and backward com- 
munities for agricultural land and housing sites; irrigation and flood 
control schemes; the distribution of water to various holdings; the 
assessment of water charges and general development projects de- 
signed to achieve some measure of rural community and village 
reconstruction. 

The formulation and legislative enactment of these reform meas- 
ures is at best only the first step. The second step is their implementa- 
tion and this in turn depends upon the competence and quality of 
the administrative regional and local machinery which puts into 
practice the policies enacted by central and state governments. In- 
deed there is not a single agricultural reform measure which does 


19. In India, professional and indigenous (local) money lenders provide 
almost 75% of the total agricultural credit whereas cooperatives and commercial 
banks provide only 7%. See Reserve Bank of India, Bulletin, August 1958, p. goo. 
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not depend for its implementation upon an administrative bureau- 
cracy that initiates, promotes and applies the measures adopted at 
the center. Such implementation calls for decision making all along 
the line of the entire administrative structure. It is traditional for 
the economist to consider these problems of implementation as 
technical issues and relegate them to the political scientist or the 
public administrator. And yet upon the manner in which these 
agrarian reform measures are implemented in the underdeveloped 
world may well depend the ultimate success of the whole development 
effort. To ignore this relationship is to ignore one of the most im- 
portant variables in the entire development process. Output and 
productivity are not simply a function of investment but depend 
clearly upon the existence and the quality of the administrative 
machinery required to implement the economic policies which the 
process of national economic planning calls for. Indeed, closer in- 
vestigation and familiarity with the details of the administrative 
process particularly at the regional (district) and local (village) level 
make it appear that these administrative echelons are not adapted 
to the implementation of economic development programs. They 
may have been, and probably still are effective collectors of land 
and other revenues but they seem to be ill-adapted if not actually 
unsuited to promoting economic development. In this sense we may 
speak of local administration at the same time as a strategic and a 
limiting factor of economic development”. 

In attempting to substantiate the foregoing proposition we shall 
make use of data and cases illustrating certain quantitative and 
qualitative defects of India’s district and local administration. By 
singling out India in this fashion we do not intend to imply for a 
moment that India’s district and local administrative machinery is 
particularly maladapted to the implementation of the present de- 
velopment effort. On the contrary, India has perhaps the most 

20. We mention here only in passing that proper implementation of land 
reform legislation and agricultural improvement schemes is an issue which may 
mean the difference between life or starvation (and even death) for a rural 
population whose expectations have been raised by the achievement of in- 
dependence or by a successful upheaval against internal domination. To ignore 
these issues or to permit them to be mismanaged through neglect will not only 


defeat the planning effort but is bound to undermine whatever good will and. 
confidence the rural population may harbor toward their new political regimes. 
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elaborate system of local and district administration of all the coun- 
tries of the underdeveloped world. Nor do we wish to have the 
following discussion regarded as a personal criticism of local ad- 
ministrators. We are concerned with a system of administration not 
with individual administrators. As one of the oldest civilizations with 
an outspoken autocratic-political past (whether under her own poli- 
tical leadership or that of the Muslim Empire or English colonial 
administration) India offers a particularly good example of some of 
the difficulties which a district and local system of administration 
originally designed to collect revenues and to perform occasional 
police and judicial functions experiences when it is suddenly called 
upon to implement measures of land reform and agricultural im- 
provement. For this reason we feel that the following discussion of 
India’s conditions may well have a general and broader significance 
for an understanding of the limiting role which district and local 
administration may play in the development and planning effort in 
other parts of the underdeveloped world. 


Quantitative Deficiencies. It is not generally realized that economic 
underdevelopment goes hand in hand with “‘underadministration”’. 
Relatively speaking the scope of public administration in an under- 
developed area tends to be smaller than in a developed country. 
Thus it can be shown that even when the ratio of their current 
governmental expenditures to Gross National Product is about as 
high as in developed countries, the ratio of public administration 
employees to total population has been much lower than in developed 
countries*!. Underadministration means not merely the absence or 
limited scope of a variety of governmental services which are taken 
for granted in all economically advanced countries such as the con- 
struction of roads, the maintenance of public health services and the 
provision of primary educational facilities. Even the collection of 
revenues and the maintenance of internal security may be limited 
to only some of the nore accessible parts of an underdeveloped area. 


21. J.J. SPENGLER, op.cit., p.479. “‘In most Latin American countries public 
administration employees constitute only 1-2% of the population; the com- 
parable figure for Egypt is 2.2%, that for the United Kingdom 6%. In Nigeria 
in 1957 there were but 46,000 men and women in the Federal Public Service to 
serve about 32 million inhabitants.”’ Jbid., pp. 479/480. 
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It is true, Western penetration and particularly colonial domination 
usually brought with it some kind of political integration to the area 
and an expansion of the administrative apparatus. But even where 
a colonial administration put an end to the political despotism of 
local rulers, the colonial administrative machinery was geared to 
the interest of the colonial power and paid relatively little attention 
to balanced economic development”. 

Any systematic development effort places an additional burden 
upon the existing administrative machinery and personnel who in 
the past have served primarily as collectors of revenues, keepers of 
records, policemen and perhaps as magistrates in criminal cases. 
The implementation of agricultural policies and particularly land 
reform measures have the effect of increasing the scope and com- 
plexity of district and local government without correspondingly 
increasing the administrative personnel**. The increasing number of 
responsibilities of the district officer are reflected in an increasing 
number of departments set up within the collectorate. To the tradi- 
tional divisions dealing with revenue collection, police duties, judicial 
functions and registration the following specialized departments have 
been added: Agriculture and land reform, Cooperatives, Veterinary, 
Forestry Department, Public Works, Public Health and Education, 
not to mention Community Projects and National Extension Block 
which came into existence in the talukas™. In the Surat District this 
diversity of tasks had to be handled by a clerical establishment con- 
sisting of only 39 persons. The inadequacy of this staff finds expres- 
sion in the length of time required to dispose of pending cases. A 


22. For an account of the administrative impact of England’s colonial rule 
in India by an English member of the Indian Civil Service, see P.S. GrirFitus, 
The British Impact on India, London 1952, and Modern India, London 1957, Ch. 4. 

23. Detailed studies of district and local administration in India estimate that 
while administrative work has increased three or fourfold due to the need to 
implement various land reforms and agricultural improvement measures “‘staff 
has been reduced in many offices at the subdivisional and taluka offices due to 
the retrenchment policy of the government...”. N.B.Desa1, Report on the Ad- 
ministrative Survey of the Surat District, Bombay 1958, p. 132. (The taluka is the inter- 
mediate administrative unit between the district collector and the village head- 
man or [panchayat] village committee.) 

24. For a complete account of the work load and responsibilities of the district 
administrators, see ibid., pp. 21-24. 
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census of cases before the collector (in 1955) revealed that of a total 
of 30,347 pending cases 12,600 were pending for more than 6 
months; more than gooo cases were pending for more than a year®. 

It would lead us too far a field to pursue these quantitative in- 
adequacies into all their ramifications. Suffice it to say merely that 
overwork and overburdening of the district administrative machinery 
has far-reaching consequences for the performance of the administra- 
tive functions all along the chain of intermediate and village ad- 
ministration. It ties the district administrator to his desk and makes 
it impossible to carry out the traditional duties of inspection, super- 
vision and touring. It is relevant in this connection that the great 
majority of taluka, and village officials in India cannot be reached 
by telephone; therefore there must be personal supervision and 
inspection. Overwork leads to inadequate keeping of records and to 
insufficient instructions given to subordinate officials and heightens 
the general inefficiency of an administrative machinery, manned by 
subordinate clerks whose standard of performance and initiative has 
never been very high. Perfunctory performance of duties and dis- 
courtesy to the public is the answer of many overworked officials to 
their plight. 


Excessive Bureaucratization. All bureaucracies seem to develop the tend- 
ency to proliferate their rules and to complicate their procedures 
rather than to simplify them as they expand under the impact of 
new tasks. This extension of bureaucratic controls cannot be said to 
be a unique characteristic of the administrative apparatus of under- 
developed countries. Nevertheless, while such bureaucratization is 
harmful under any circumstances, it is difficult to convey to anybody 
who has not lived in one of the economically less advanced countries 
an idea of the manner in which excessive bureaucratic controls 
harmstring and in some instances actually defeat the development 
effort. 

India’s regional and local bureaucracy is still tied to its colonial 
origin. As such it is highly centralized as far as the decision-making 
process is concerned and not open to adequate supervision. Ac- 
countability is not defined in a manner that determines specific 
individual responsibilities of the various echelons. Hence respon- 


25. Ibid., p.43. 
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sibility can be easily evaded by multiple reviews and cross-references 
in such a fashion that in the end “‘everybody is responsible for every- 
thing before anything is done’’?*. The results of this excessive bureau- 
cratization are administrative delays which at almost every step 
interfere with the implementation of general economic and agrarian 
reform measures. 

Closely related to this excessive bureaucratization is the survival 
of old and the creation of new rules and standing orders designed to 
channel the administrative decision-making process and to keep it 
under some kind of supervision. Decisions that should be taken im- 
mediately as for instance minor and major repairs of an irrigation 
tank cannot be taken because tenders have to be called and other 
formalities must be fulfilled. Climatic conditions and emergencies of 
various kinds in a monsoon conditioned system of irrigation-agri- 
culture may call for immediate action and yet rules and procedures 
will stand in the way. Needless to add that such delays often result 
in substantial additional and avoidable costs. There may be and 
doubtless are valid reasons for many of these rules and yet from the 
perspective of the implementation of the development plan they can 
be described only as wasteful in as much as they absorb the time and 
energy of administrative officials and of the public. Examples of such 
wasteful delays could be quoted almost at random. They pervade 
the entire administrative machinery from the control of import 
licenses to the processing of a request for a refund from local revenue 
offices. The following cases may serve to illustrate this bureaucratiza- 
tion of rural administration: 


A detailed survey of an auction sale of a plot of land measuring 50 x 60 feet 
and valued at Rupees 35.-, as part of the government’s program to consolidate 
scattered holdings, shows that the necessary correspondence to and from the 
village officers to the district collector had to pass through 50 stages before final 
disposal; it had to be referred to the district collector three times and it took 
2% years before the applicant could take possession of the land applied for?’. 


26. P.H.Appiesy, Re-examination of India’s Administrative System, Government 
of India, n.d., p. 7. See also W.R. Natu, Public Administration and Economic Develop- 
ment, Poona 1954, Gokhale Institute of Politics and Economics, pp. 11-15. 

27. N.B. DEsAt, op.cit., pp. 126/127 and pp. 297-300. See also p. 75 (para. 198). 
For an account of administrative delays in the payment to and receipt of money 
from revenue offices, see ibid., pp. 82/83. 





192 K. WILLIAM KAPP 


Even the attempt to delegate power in matters of minor importance to local 
officers appears to be self-defeating as a result of changing price levels. Thus, 
taluka officers (in Surat, Bombay) were given the power to sanction the sale of 
dead trees not exceeding in value Rupees 50.— (sic)—a decision which was 
formerly reserved to the district collector. As a result of a tenfold increase in the 
price of dead trees resulting from increasing scarcity as well as higher prices in 
general it now takes only a few trees to exceed the maximum limit of Rupees 50.- 
consequently the office of the district collector has again to sanction a great 
number of sales of dead trees®*. 


While an effective system of administration seeks to share respon- 
sibility and to delegate functions to subordinate levels in the ad- 
ministrative structure®® antiquated standing orders and an inade- 
quate delineation of responsibilities and accountability seem to be 
working in the opposite direction in India. Prime Minister Nehru 
himself has commented on the entire situation without however 
indicating a practical solution: 

**At occasions, I have looked into the Civil Service Rules. I was astonished 
how, in spite of impediments these rules put, the government has functioned. 
I cannot conceive how these rules can be wholly applicable to India today. The 
whole background and environment of independence requires a new approach 
to our problems. Unfortunately, we are all bound hand and foot with something 
which has no place today. We have to get rid of it’’®°. 


Qualitative Defects. Even more serious in their over-all effects than 
quantitative deficiencies and administrative centralization are cer- 
tain qualitative defects in district and local administration. By quali- 
tative defects we have in mind several features of the administrative 
process which derive from the essentially hierarchical character of 
the inter-personal and inter-group relations which are inherent in 
the socio-cultural structure of many underdeveloped countries. While 
such relationships in general do not preclude a certain paternalism 
and some accessibility between the lower and the ruling groups, they 
undermine the process of public administration*!. Indeed even where 


28. Ibid., p. 127. 

2g. See on this point, United Nations, Standards and Techniques of Public Ad- 
ministration with Special Reference to Technical Assistance of Underdeveloped Countries, 
New York 1951, p. 10. 

30. Quoted from N.B. Desat, op.cit., p.81. 

31. “Where caste, color, race, creed or party membership confer upon, or 
deny to, whole sections of the population opportunities to share in the benefits 
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elements of the rule of law and of popular elections have been in- 
troduced, the relationship between the administrative “elite” and 
the “underlying” rural population consisting of largely illiterate, 
poor and dependent share-croppers, landless workers, tenants and 
small owners may remain essentially authoritarian if not outright 
despotic. 

In India the personnel of the regional (district) and even of the 
village administration is, with few exceptions, composed of an ap- 
pointed or hereditary bureaucracy. Since they are not politically 
responsible to the people of their district and since the lines of respon- 
sibility and accountability toward their superiors in the administra- 
tive hierarchy are not always well defined they are able to exercise 
almost absolute power vis-a-vis the local population. This holds true 
in general and applies of course also to a variety of administrative 
tasks connected with agricultural improvements and land reform 
policies. As pointed out in the preceding sections, the district col- 
lector and his subdivisional officers are the agencies that come into 
direct contact with the public. He (or his subordinates) receive, 
process and make final decisions on each individual case. The col- 
lector or his deputies implement the economic policies formulated 
and passed by the state and central governments. While they cannot 
deal with requests and applications in just any manner they can deal 
with them in a perfunctory manner. They can show complete lack 
of interest; they can delay the application or can shuffle it back and 
forth in a mechanical manner between district headquarters and 
village authorities; they can show favoritism and be responsive to 
bribes; the individual administrator can be unwilling to handle a 
case altogether or he can threaten or cajole with impunity. In short, 
he can act in an arbitrary fashion, he can be callous and lack any 
human concern for the individual applicant and show not the 
slightest initiative in implementing the objectives of the plan**. If 


bestowed by the State, or where a limited segment of society is able to maintain 
for itself the privilege of public service... public administration will weaken in 
the long run’’. United Nations, op. cit., pp.g/10. 

32. He may fail to bring the provisions of legislation concerning land reforms 
and revenues to the attention of the people in his district; he may fail to publicize 
the rules and regulations concerning procedures to be followed in the acquisition 
of land and consolidation of holdings or the availability of funds for the intensifica- 
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his practically absolute power does not corrupt him or his sub- 
ordinates, the fact that he is continuously overburdened by new tasks 
for which his administrative apparatus is not equipped will make him 
act without commitment and personal involvement. Moreover, as 
a result of overwork, the district collector may neglect his duties of 
supervision, auditing and inspection which will make his subordi- 
nates more arbitrary in their treatment of their powerless “subjects” 
and himself less aware of the actual functioning of local government. 

It is these qualitative defects of the district and local administra- 
tive machinery which, we believe, are responsible, more than any 
other single factor, for the widespread failure to implement the 
agricultural reform legislation which is part of the plan, and to evoke 
the necessary popular participation, initiative and enthusiasm with- 
out which no planning effort can be successful in the long run. 

In support of this thesis we shall present and analyze three typical 
cases which illustrate the manner in which administrative defects at 
the district and intermediate (taluka) level are defeating legislative 
objectives and are causing distrust and disaffection among the people 
upon whose cooperation ultimately depends the success of the whole 
development effort. The data are taken from Desai’s case study. 


One of the objectives of India’s First and Second Five Year Plans is the en- 
couragement of cottage industries and the emancipation of the backward castes 
(or communities) from their century old disabilities within Hindu culture. On 
February 28, 1951 a member of a so-called backward community (head of a 
family of 18 members) applied to the collector (district administration) for per- 
mission to put up a cottage industry in the form of a brick kiln for his personal 
use and for sale. The application is received and returned to the village officer 
for affixing of a (revenue) stamp, and advice. Permission is granted for one year 
on April 25, 1951, with request for revenue assessment to be charged against the 
applicant. On May 3, 195! the village official informs the Mamlatdar (taluka) 
that the applicant has already started work and requests an order to stop the 
work and levy a fine for unauthorized use of the land. The Deputy Collector who 
is appraised of the situation levies a fine of Rs.175 although his subordinate 
(Mamlatdar) recommended a fine of Rs. 25. (According to the rule concerning 
the calculation of fines the maximum fine is ten times the assessment of the land 
used. Since the applicant had used only 60 square yards at an assessed value of 





tion of land use; he may refuse to supply copies of such rules “‘even when asked 
for on payment of fees... In spite of repeated government orders, the Collectors 
or Deputy Collector’s offices issue orders concerning village people in English 
instead of [the] regional language”’. Desal, of. cit., p. 120. 
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2 pies the maximum fine should have been 10 times 120 pies or Rs.6.40.) On 
September 6, 1951, the Deputy Collector sanctions the assessment and recovery 
of the fine. On November 1, 1951 and again on March 31, 1952 the applicant 
states that he applied for the permission to put up a brick kiln on February 28, 
1951 and, as he did not receive permission soon, he got the bricks baked. He also 
points out that he is unable to maintain his family on the land he owned (756 sq. 
yards) and that he had therefore decided to start his cottage industry. Moreover, 
he indicated that he was under obligation to repay a previous land improvement 
loan, and that this (1951) was a scarcity year. He requested that these facts be 
taken into consideration and asked the collector not to recover the heavy fine 
of Rs. 175 imposed upon him. Despite these representations and despite a report 
from the village officer confirming that the financial condition of the applicant 
was poor the Mamlatdar directs the village officer to explain to the applicant 
that if he fails to pay the fine and the assessment (for the brick kiln), collection 
will take place under Land Revenues Rules by attachment of his property. The 
applicant states that he will pay after he gets a reply from the Collector (District 
Administrator). Upon receipt of this statement the Mamlatdar directs the village 
officer to recover the amount within 2 days. Two months later the village officer 
reports that the amount of the fine and the assessment have been recovered and 
credited*, 


The case highlights the negative and indeed often self-defeating 
role of a system of public administration which is not sufficiently 
geared to the implementation of governmental planning. As we have 
pointed out district and local administration in India was and partly 
still is concerned primarily with the collection of revenues. Small 
wonder therefore that the first and last act of the district administra- 
tor’s office is the assessment and collection of the new tax and the 
fine. It is noteworthy that the permission to operate a cottage industry 
calls forth an immediate reassessment of the new land use and is 
granted only for a limited period (apparently for revenue purposes). 
Under a system of incentive taxation the establishment of a cottage 
industry in harmony with government objectives would be made tax 
exempt at least during a transition period of five to ten years*. 
However, the most important obstacle to rural reconstruction stems 


33. Ibid., pp. 50-52. 

34. It may be noted in passing that the use of private land for non-agricultural 
purposes depends upon and is preceded by a costly and time-consuming process 
of red tape. In the end the granting of the permission depends upon the opinion 
and advice of the local village officer, that is to say the chances of the applicant 
depend in the last analysis upon whether or not he can count on the good will 
of the village headman. 
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from the indifference, the perfunctory handling of the application and 
the professional incompetence of the administrative staff. Indiffer- 
ences to government objectives on the part of the village officer and/ 
or his lack of good will toward the applicant and the perfunctory 
handling of the case by the entire District machinery from Collector 
to Deputy Collector and Mamlatdar are evident in the report of 
“unauthorized use” of 60 sq. yards of land for a cottage industry 
a few days prior to the granting of the final permission to do so. 
Needless to say that the victims of such administrative decisions are 
not only poor but ignorant and illiterate and hence without any 
protection or recourse. Desai concludes his account of this case with 
the following understatement: ‘“The kind of callousness noticeable 
in the offices of the Collector, the Deputy Collector and the Mam- 
latdar in the handling of this case would hardly be expected to create 
confidence among the people in the government agencies to whom 
the work of rural reconstruction is being entrusted’. 

Two additional cases are taken from the adjudication of tenancy 
disputes under the Bombay Tenancy Act of 1948. The principal 
objectives of this Act were to fix maximum rents, to protect tenants 
against eviction, to facilitate the purchase of land by tenants and to 
limit the transfer of land from old tenants to new ones. At the same 
time, however, the act authorized land-lords whose total holdings 
were less than 50 acres to “resume” possession and cultivation of 
land if they needed the land to bring their own cultivation up to 
50 acres. The Act further stipulated that tenants could terminate 
their tenancy by “voluntary” surrender of their land to the landlord. 
Tenants and landlords had to institute legal proceedings for the 
fixation of rents and the resumption of cultivation respectively. From 
the records available in the Deputy Collectors Office (Navsari Sub- 
division) it appears that while only 74 suits were instituted by the 
tenants against landlords in two years not less than 1172 suits were 
brought by landlords against tenants**. The administrative disposal 
of two of these cases shows how legislative reform measures designed 
to stabilize tenancy by protecting tenants against high rents and 
eviction and to facilitate the purchase of land by tenants are handled 
in such a way that they have the exact opposite effect quite apart 


35. DEsAt, op.cit., p.52. 
36. Ibid., pp.93/94- 
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from the fact that in the process people are harrassed and forced to 
waste money and time in a futile attempt to comply with arbitrary 
procedures administered by a distant bureaucracy. 


The first of these cases taken from the records of the Deputy Collector (Navsari) 
concerns the application by a tenant for the fixation of reasonable rent. Within 
two weeks of the filing of this application the landlord asks for postponement of 
the case and files a separate application for possession of the land. Case is adjourned. 
After two months the tenant produces a statement showing the rental value of 
the land but is unable to produce any witness. The landlord refuses to accept 
the fixing of the rent in cash (preferring a settlement in the form of a share of the 
crop) and offers to produce his own witness on the next date of hearing. Case 
adjourned. On the date of the next hearing the case is dismissed due to the absence 
of the tenant. When the tenant submits an appeal to the collector against the 
dismissal of his suit, the assistant collector rejects the appeal on the ground that 
the proper remedy was “‘not to go in for appeal’’ but to institute fresh pro- 
ceedings*’, 

The second case concerns the suit of a landlord for possession of his land on 
the ground of non-payment of rent. The record of the proceedings in the court of 
Mahalkari shows the same delaying tactics by both sides as well as four administra- 
tive postponements due to a casual leave of the court (sic) or the court’s pre- 
occupation with other matters. The case is finally dismissed when the plaintiff 
(landlord) appears half an hour late due to an irregularity of the transport service. 
When the plaintiff asks to have his suit reopened he is informed that there is no 


legal provision under which he can claim reinstatement. 


The record speaks for itself. What needs perhaps be emphasized 
is the fact that in both cases the parties had completed the presenta- 
tion of their respective cases and the court could have decided in 
the light of the available evidence instead of dismissing both suits 
and the appeals. Mr. Desai comments: “It will be seen from this 
typical case how people are harrassed, how many times they have 
to go to the courts, and also how their time and money are wasted. 
If the officers continue to behave like rulers instead of as servants, 
it will be difficult for them to win the confidence of the people and 
to induce them to participate in any development activities’’*. Ad- 
ministrative procedures of this sort play havoc with the objectives 
of agrarian reform. In fact, a detailed study of the Bombay Tenancy 
Act comes to the conclusion that for all practical purposes the Act 
did not exist. Rents remained at their former level. Within five years 

37. Ibid., p.95. 

38. Ibid., p.96. 
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25% of the tenants had been replaced by new ones; 27% of the area 
(in a sample of 2835 cases involving 11,138 acres) had passed to the 
owners and only 3% of the tenant cultivated area had passed to the 
tenants. Landowners had not found it necessary even to maneuvre 
in order to evade the law. In view of their local influence it was 
obviously not very difficult for them to induce “‘voluntary”’ resig- 
nation from tenants or change of tenants at their will®*. 


5. Conclusions: 
Public Administration and the Theory of Economic Development 


A quantitatively inadequate or qualitatively defective system of 
public administration will not merely retard the development process 
but may defeat the entire development effort in an even more decisive 
manner than any temporary shortage of capital or inadequate tech- 
nical skills or an unfavorable monsoon. The attainment of the objec- 
tives of the plan depends upon the existence of a well-functioning 
decision-making machinery at all four levels: Central-State-District- 
Local. Without such an apparatus the planning effort can neither 
be coordinated nor implemented. In fact the process of economic 
development may never become cumulative and self-sustaining be- 
cause the necessary economic, social and political reforms are not 
followed through. 

Most important in this context are what we called qualitative 
defects which lend daily support to a deep-seated and widespread 
suspicion and distrust of government in many underdeveloped coun- 
tries. Qualitative defects such as authoritarian indifference, per- 
functory performance and general high-handedness are particularly 
harmful because they obstruct and defeat the much needed mobiliza- 
tion of popular initiative and participation. They prevent large sec- 
tions of the population from identifying themselves with the develop- 
ment effort. An autocratic, perfunctory or corrupt system of ad- 


39. W.M. DANpDEKAR and G. K. Kuupanpur, Working of Bombay Tenancy Act, 
1948. Report of an Investigation, Poona 1957, Gokhale Institute of Politics and Eco- 
nomics, pp.187, 128 and 101. See also DANrEL THorneR, “Land Reform in 
Bombay: An Agonizing Appraisal’”’, Economic Weekly, Annual Number, January 
1958, pp.117-119; and Batray Puri, “Land Reforms in Delhi’’, Economic 
Weekly, March 14, 1959, pp. 385-388. 
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ministration not only breeds apathy and distrust but widens the gap 
between the government and the governed. Indeed “corruption in 
government [and we may add high-handedness in administration] 
is pernicious not so much because of its wastefulness but because it 
discredits government, and gives it the air of injustice which causes 
those whom it rules to withhold affection and loyalty. In conse- 
quence, the ‘political gap’, the estrangement between rulers and 
ruled is widened, and no political society can emerge’. This is 
particularly serious in some of the new states where the primacy of 
loyalties to family, extended kinship organization and regional sub- 
cultures still stand in the way of national and political integration. 
In societies where kinship, caste, color or party membership are 
sources of special privileges and disabilities the failure to implement 
the plan may actually deepen the traditional cleavages between 
factions and thus weaken rather than strengthen national unity. In 
short, a quantitatively deficient and qualitatively defective system 
of administration at the same time defeats the development effort 
and undermines the success of the nation-building process which is 
a corollary of economic growth in the underdeveloped world. 

Our analysis confirms the views of those economists and social 
scientists who have long argued that economic development pre- 
supposes institutional and social changes. By selecting and focussing 
attention on such variables as investments, technology, savings or 
foreign aid economic theory may actually help to maintain insti- 
tutional arrangements which have blocked economic growth in the 
past and may unwittingly lend support to economic policies which 
are beyond the organizational capacity and ability of the existing 
administrative machinery. The resulting delays and failures in the 
attainment of development goals are not only a costly and futile use 
of scarce resources but may actually endanger the development ef- 
fort. Instead of attributing the slowness or insufficiency of economic 
growth to shortages of capital, inadequate foreign aid or to various 
ingrained attitudes and behavior patterns it would be equally if not 
more realistic to consider the defects in public administration which 
defeat the implementation of the plan and reinforce prevailing atti- 


40. Epwarp Suis, ‘‘Old States, New Societies”, Encounter, March 1959, 
pp. 35/36. 
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tudes of distrust and apathy as major obstacles to growth and de- 
velopment. 

As a matter of fact, improvements in public administration may 
actually yield higher over-all returns than additional investments in 
specific industries. In so far as the productivity of capital investments, 
the mobilization of real savings and the response pattern of the people 
are dependent upon and vary according to the efficiency of public 
administration it is possible to argue that the latter occupies a key 
position in the development process. Indeed, the so-called marginal 
social productivity of additional investments may be greatest in the 
field of administrative reforms. Adequate investments in such re- 
forms, if properly conceived and carried out may finally break the 
monotonous constancy of most ratios between input and output 
which have marked the stationary backwardness of the underde- 
veloped world. By enabling the economically less advanced coun- 
tries to implement development measures, by effectively mobilizing 
their potential savings and by removing apathy and distrust and 
replacing it by initiative and participation, appropriate administra- 
tive reforms may well be the prerequisite of substantially lower 
capital-output ratios than have prevailed in the past. In short, im- 
provements in the structure and efficiency of public administration 
are bound to give rise to more effective forms of cooperation and 
hence to new quantitative relationships and non-linear (i.e. jump- 
like) increases in output—which is after all what economic develop- 
ment essentially amounts to*!. 


41. Despite obvious differences in political organization, the lessons of 
Russia and China are not irrelevant in this connection. As early as 1932 Tawney 
showed (with reference to China) that the absence of an efficient system of ad- 
ministration had made it impossible for the government to win the confidence 
of the common man and suggested that the course of wisdom may be to con- 
centrate governmental efforts on the elimination of the exploitation of the in- 
habitants by tax collectors, officials, money lenders and landlords. (R. H. TAwNEy, 
Land and Labor in China, New York 1932, p. 172.) In 1956 it was already clear that 
the administrative efforts in China especially with regard to agriculture exceeded 
those of India. Thus, according to Indian expert observers the use of technically 
qualified extension workers in the field was three times the number of village 
level workers in India who, moreover, are not specialists but so-called multi- 
purpose workers. (Reserve Bank of India, Bulletin, November 1956, p. 1154.) The 
apparently successful mobilization of manpower in concentrated drives for the 
elimination of various pests, the collection of manure and the construction of 
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It would be misleading to create the impression that the impor- 
tance of administrative reforms has been totally ignored in the under- 
developed world. Problems of administrative coordination and de- 
centralization in the existing state, regional and local administrative 
machinery are matters which are under discussion in many of the 
underdeveloped countries. However, it is not possible within the 
context of this article to enter into a detailed discussion of these 
administrative reforms*. 

It is important to emphasize in conclusion that the successful 
analysis of economic growth and development requires an inter- 
disciplinary effort. Specialized research and the construction of 
mathematical models may have its advantages as long as we are 
dealing with problems in a static socio-cultural environment. How- 
ever, the study of economic dynamics and economic development 
in less advanced areas calls for a familiarity with different social 
structures and the interaction of their various components. In short, 
the scientific analysis of economic development requires conceptual 
frameworks which permit the consideration of institutional and 
political factors such as public administration, government, the 
power structure, apathy and distrust. 


Brooklyn College, New York K. WiLit1AM Kapp 


dams by hundreds of thousands of people also testify to a concentration of ad- 
ministrative efforts on particular goals directly related to the development effort 
and the increase of output. 

42. Of special interest in this connection are the administrative reforms re- 
commended in India by the Report of the Team for the Study of Community Projects 
and National Extension Service (Balvantra Metha Report, Planning Commission, 
1957). According to these recommendations the States would be divided into 
administrative units in charge of all economic development work for an area 
that would be larger than that of traditional villages and smaller than that of 
the District Collector. The report aimed at decentralization of power whereby 
the government would divest itself of certain duties and responsibilities and 
“‘devolve”’ them on Regional Economic Councils (Panchayat Samitis) composed 
of elected members of village councils. However it is noteworthy and perhaps 
ominous that the first of the State laws setting up Regional Economic Councils 
(in Rajasthan, 1959) requires two-third majorities for decisions concerning such 
capital investments as the construction of wells, public streets, latrines, and new 
buildings. It is doubtful whether this will actually accelerate the development 
process. Insistance on near unanimity (short of the veto power) in development 
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SUMMARY 


Underdevelopment seems to go hand in hand with ‘‘underadministration’’. 
Economic growth and particularly accelerated economic development depend 
upon a quantitatively and qualitatively adequate system of public administra- 
tion. In fact, public administration has to be regarded as one of the strategic 
factors in economic development. 

Even where conditions of relative “‘laisser-faire’’ prevailed in Western 
Europe the role of government and the scope of public administration has con- 
stantly expanded. If the process of economic development is to be accelerated 
and made subject to economic planning, inadequate public administration may 
well become one of the limiting factors of economic development. The formula- 
tion of development targets, the coordination and implementation of the develop- 
ment plan, the mobilization of real savings and their allocation, these and related 
functions of economic planning call for additional facilities of public administra- 
tion. 

Nowhere is the strategic role of public administration more evident than in 
the field af agrarian reform without which the increasing requirements of food 
and industrial materials cannot be met and the necessary release of rural man- 
power for urban production cannot be achieved. Case studies in India support 
the conclusion that some of the most important obstacles to agrarian reform are 
to be found in qualitative defects of the regional and local system of adrninistra- 
tion. These defects are due to the essentially hierarchical character of inter- 
personal and inter-group relations which seems to be characteristic of the social 
organization of many underdeveloped countries. Where caste, colour, race, class 
and party membership separate people into groups which do not share equally 
the benefits and hardships of economic development defective public adminis- 
tration may actually increase the suspicion, distrust and apathy which can be 
found in many rural areas. Authoritarian indifference, perfunctory performance 
of duties and general high-handedness are particularly harmful because they 
obstruct and defeat the mobilization of popular initiative and participation with- 
out which there can be no development. 

The strategic role of public administration points once more to the fact that 
economic development presupposes far-reaching institutional and social changes. 
An adequate analysis of economic growth and development calls not only for 
an interdisciplinary effort but for a detailed study of different social structures 
and the interaction of such components as government, administration and the 
power structure to which most models of economic growth make no reference. 


matters not only strengthens the conservative elements but may bring the whole 
process of development to a standstill. For a detailed analysis of the problems 
of Regional Economic Councils see P. K. Coaupuurl, ‘“‘Decentralization or Dele- 
gation of Power: The Rajasthan Panchayat Samities and Zila Parishad Act, 
1959”, Economic Weekly, October 3, 1959, pp. 1365-1369. 
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ZUSAMMENFASSUNG 


Wirtschaftliche Entwicklung, Wirtschaftsplanung und éffentliche Verwaltung. Wirtschaft- 
liche Unterentwicklung scheint Hand in Hand zu gehen mit «unterentwickelter 
Verwaltung». Wirtschaftswachstum und namentlich rasche wirtschaftliche Ent- 
wicklung sind von einem quantitativ und qualitativ adaquaten System 6ffent- 
licher Verwaltung abhangig. Offentliche Verwaltung ist als ein strategischer 
Faktor in der wirtschaftlichen Entwicklung zu betrachten. 

Sogar unter den Bedingungen eines relativen «laisser-faire» in Westeuropa 
erweiterte sich laufend die Rolle des Staates und der Bereich der Verwaltung. 
Soll die wirtschaftliche Entwicklung beschleunigt und staatlicher Planung unter- 
worfen werden, so kann das Ungeniigen der 6ffentlichen Verwaltung sehr wohl 
ein begrenzender Faktor fiir die wirtschaftliche Entwicklung werden. Die Auf- 
stellung von Entwicklungszielen, die Koordination und Durchfiihrung des Ent- 
wicklungsplanes, die Aufbringung realer Ersparnisse und deren Verteilung — all 
diese (und weitere) Funktionen der Wirtschaftsplanung stellen zusatzliche An- 
spriche an die 6ffentliche Verwaltung. 

Nirgends ist die strategische Rolle der Verwaltung offensichtlicher als auf 
dem Gebiet der Agrarreform, ohne die der wachsende Bedarf an Nahrungs- 
mitteln und Grundstoffen fiir die Industrie nicht gedeckt und die notwendige 
Freisetzung von landwirtschaftlichen Arbeitskraften zugunsten der stadtischen 
Industrieproduktion nicht verwirklicht werden kann. «Case studies» in Indien 
lassen erkennen, dass die qualitativen Mangel des regionalen und lokalen Ver- 
waltungssystems zu den wichtigsten Hindernissen einer Agrarreform gehéren. 
Diese Mangel ergeben sich im wesentlichen aus dem hierarchischen Charakter 
der persénlichen und der Gruppenbeziehungen, der fiir die soziale Organisation 
in vielen unterentwickelten Landern kennzeichnend sein diirfte. Wo die Bevél- 
kerung durch Kaste, Farbe, Rasse, Klasse und Parteizugehérigkeit in Gruppen 
getrennt ist, die in ungleichem Masse an den Vorteilen und Entbehrungen der 
wirtschaftlichen Entwicklung teilhaben, kann eine mangelhafte 6ffentliche Ver- 
waltung den Argwohn, das Misstrauen und die Apathie, die in manchen land- 
wirtschaftlichen Gebieten zu finden sind, nur noch verstarken. Behérdliche 
Gleichgiiltigkeit, oberflachliche Pflichterfiillung und allgemeine Hochmiitigkeit 
sind besonders abtraglich, weil sie die Entwicklung privater Initiative, ohne die 
wirtschaftliches Wachstum unméglich ist, hindern und vereiteln. 

Die strategische Rolle der 6ffentlichen Verwaltung zeigt einmal mehr, dass 
die wirtschaftliche Entwicklung weitreichende institutionelle und soziale Ver- 
anderungen voraussetzt. Die adaquate Analyse von wirtschaftlichem Wachstum 
und wirtschaftlicher Entwicklung erfordert nicht nur eine Beriicksichtigung an- 
derer sozialwissenschaftlicher Disziplinen, sondern auch eine eingehende Unter- 
suchung verschiedenartiger sozialer Strukturen sowie der Wechselwirkung na- 
mentlich zwischen Staat, Verwaltung und Machtstruktur, auf welche in den 
Modellen wirtschaftlichen Wachstums in der Regel kein Bezug genommen 
wird. 
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RESUME 


Développement économique, planification nationale et administration publique. Le sous-dé- 
veloppement économique semble aller de pair avec l’insuffisance de l’administra- 
tion. La croissance économique et particuliérement le développement économi- 
que accéléré dépendent quantitativement et qualitativement d’un systéme ap- 
proprié d’administration publique. En fait, l’administration publique doit étre con- 
sidérée comme I’un des facteurs stratégiques dans le développement économique. 

Méme en Europe occidentale, lorsque les conditions d’un «laisser-faire» re- 
latif prévalérent, le r6le du gouvernement et le domaine de l’administration pu- 
blique se sont constamment étendus. Si le processus du développement écono- 
mique doit étre accéléré et soumis a la planification économique, |’insuffisance 
de l’administration publique peut tout 4 fait devenir l’un des facteurs limitant le 
développement économique. La fixation d’objectifs de développement, la coor- 
dination et l’exécution du plan de développement, la mobilisation de I’épargne 
réelle et sa répartition, ainsi que les autres fonctions de la planification éco- 
nomique nécessitent une mise 4 contribution supplémentaire des pouvoirs 
publics. 

Nulle part le réle stratégique de l’administration publique n’est plus évident 
qu’en matiére de réforme agraire, sans laquelle les besoins croissants de denrées 
alimentaires et de matiéres premiéres pour l’industrie ne peuvent étre satisfaits 
et sans laquelle la libération nécessaire de la main-d’ceuvre agricole en faveur de 
la production industrielle urbaine ne peut étre réalisée. Les «case studies» en 
Inde démontrent que les insuffisances qualitatives du systéme régional et local 
d’administration comptent au nombre des principaux obstacles s’opposant a une 
réforme agraire. Ces insuffisances résultent du caractére essentiellement hiérar- 
chique des relations personnelles et des relations entre les différents groupes, qui 
semble caractériser l’organisation sociale de maints pays sous-développés. La ou 
les castes, la couleur, le race, les classes sociales et l’appartenance a un parti divi- 
sent la population en groupes qui ne participent que de fagon inégale aux avan- 
tages et aux privations qu’entraine le développement économique, une adminis- 
tration publique inapte ne peut que renforcer la suspicion, la méfiance et l’apa- 
thie qui existent dans maintes régions agricoles. L’indifférence des autorités, 
l’accomplissement superficiel de leurs devoirs et leur arrogance générale sont 
particuliérement préjudiciable, parce qu’elles empéchent et font échouer les ini- 
tiatives et la participation du peuple, sans lesquelles il ne saurait y avoir de déve- 
loppement économique. 

Le réle stratégique de l’administration publique montre une fois de plus que le 
développement économique présuppose de vastes changements institutionnels 
et sociaux. Une analyse appropriée de la croissance et du développement écono- 
miques exige non seulement que soient prises en considération les autres disci- 
plines des sciences sociales, mais aussi une étude approfondie des différentes 
structures sociales et de l’action qu’exercent les unes sur les autres certaines com- 
posantes, comme le gouvernement, |’administration, la structure du pouvoir, que 
la plupart des modéles de croissance économique ne prennent pas en considération. 
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FARM INCOME STABILISATION: 
COMMENTS FROM THE NEW ZEALAND 
EXPERIENCE 


1. Introduction 


Methods for offsetting sharp fluctuations in the prices of primary 
products have received increased attention during the past few 
years. While most of the suggestions have been in terms of finding 
a means to stabilise prices, the aim has been to moderate variations 
in income accruing to producers of, or countries exporting, primary 
commodities!. In as much as price is only one of a number of factors 
affecting producers’ incomes, these stabilisation programmes can 
only be a partial remedy. Although a cataclysmic depression like 
that experienced during the ‘thirties is held generally to be a thing 
of the past, the problems of instability for individual commodities 
are still very real. Despite the enormous changes in export receipts 
in the past, the stability of external incomes appears to have assumed 
a greater importance at present because so many countries are 
committed to programmes for economic betterment?. Most develop- 
ment schemes rely heavily upon the maintenance of a steady supply 
of imported capital goods. However, import supply is not the sole 


1. Cf. Racnar Nurksez, ““Trade Fluctuations and Buffer Policies of Low- 
Income Countries”, Kyklos, 1958, Fasc. 2, pp. 141-154. This article initiated a 
discussion on stabilisation policies occupying the whole issue of Kyklos. A subse- 
quent issue of Kyklos (1959, Fasc. 3) took up the debate again with an introductory 
statement prepared by H.W. SinceEr. — Trends in International Trade, A Report by 
a Panel of Experts, Gatr, Geneva 1958. — F.W.PaisH and P.T. Bauer, “The 
Reduction of Fluctuations in the Incomes of Primary Producers’, Economic 
Journal, December 1952, and ““The Reduction of Fluctuations in the Incomes of 
Primary Producers Further Considered”’, Economic Journal, December 1954. 

2. Hira Myint, “The ‘Classical Theory’ of International Trade and the 
Underdeveloped Countries”, Economic Journal, June 1958, pp.317-337. The 
“‘vent-for-surplus”’ interpretation of the role of under-developed countries in 
international trade would appear to suggest that, in the past, adjustments to 
changed export receipts were not a problem of the same magnitude as it is now 
when national development programmes loom so large in terms of community 
aspirations. 
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problem as many under-developed countries rely heavily upon 
customs receipts for the financing of general government expenditure. 

In recent discussions arguments have been put forward for a 
variety of stabilisation techniques. Nurkse’s original statement con- 
trasted the roles of international buffer stocks and national buffer 
funds as techniques for securing a mitigation of price fluctuations. 
The catrt Report reviewed a greater variety of methods for achieving 
the same purpose. In the international sphere three possible prin- 
ciples for operating commodity agreements were considered; the 
multilateral long-term contract, the export quota system, and the 
buffer stock arrangement. Domestic stabilisation schemes envisaged 
favourably in the Report comprise a national buffer stock or a 
system of levies and deficiency-payments similar to the buffer fund 
idea presented by Nurkse. Although numerous comments have been 
advanced in the discussions about these stabilisation measures, one 
particular aspect has had widespread recognition’. In all the inter- 
national schemes a number of governments must reach an under- 
standing before any plan can operate effectively. Accordingly, inter- 
national schemes for controlling price movements can be readily 
handicapped if not destroyed whenever any one government thinks 
its interests are not being served by continued membership. Just 
because these agreements do mean that the relative advantages 
gained by individual member countries will vary from time to time, 
a collapse of an international commodity arrangement seems always 
possible. There is, quite reasonably, some lack of confidence in inter- 
national schemes as useful long-run techniques for stabilisation. In 
the domestic sphere, the objectives and techniques of any stabilisation 
plan must be clear. Otherwise, as Bauer and Paish have suggested, 
interest groups within the economy may seek frequent amendment 
to established programmes while political expediency may force 
acceptance of such changes. 

Some attention has been paid in the catr Report to operating 
simultaneously an international agreement and a domestic stabili- 
sation scheme‘. Such dual systems of stabilisation have been frequent 


3. See the various articles in Kyklos, 1958, Fasc. 2, especially the comments by 
J. H. Apter, P. T. Bauer and F. W. Paisu, J. GoupriAANn and K. Knorr as well 
as RAGNAR Nurkse’s Epilogue. 

4. Trends in International Trade, pp. 77/78. 
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during the postwar years so it is surprising to find comparatively 
little said about their workings. Hazlewood has suggested a stabili- 
sation arrangement based upon a bilateral trading agreement; he 
sees no reason why the existence of such a technique should preclude 
the adoption of domestic stabilisation schemes such as buffer funds®. 
Yet the New Zealand experience since the middle of the ’thirties in 
handling stabilisation programmes has great relevance to an exami- 
nation of the merits and weaknesses of the numerous proposals made 
during the past decade. When examining New Zealand’s guaranteed 
price scheme for dairy products one can detect three distinct phases 
of development: the pre-war years when the arrangements were 
purely domestic in character; the war and post-war years through to 
July, 1954, when bulk purchase agreements with the United King- 
dom were terminated and the years since 1954 during which time 
several efforts have been made to devise satisfactory pricing tech- 
nique based upon the principle that domestic payout prices for dairy 
products should be equated with market receipts in the long-run. 

The Primary Products Marketing Act of 1936 laid down the basis 
of the guaranteed price structure for butter and cheese and this was 
not altered radically until the middle of the ’fifties. The price was to 
be fixed so that “any efficient producer engaged in the dairy industry 
under usual conditions and in normal circumstances should be 
assured of a sufficient net return from his business to enable him to 
maintain himself and his family in a reasonable state of comfort’. 
When assessing this price, consideration had to be given, inter alia, 
to the necessity of maintaining the stability and efficiency of the 
dairy industry, the costs involved in efficient production, and the 
general standard of living of persons in the dairy industry compared 
with the general standard of living throughout the country. Although 
equity, efficiency and costs were seen as the main factors underlying 
price determination, internal payouts and market realisations were 
to be equated over an indeterminate period. 

The commencement of World War 1 witnessed the second phase 
of stabilisation with long-term agreements or bulk purchase contracts 
for the disposal of primary produce. A comprehensive stabilisation 
programme embracing all major export products was adopted; 


5. ArtHuR Haz.ewoop, “Stabilisation and Development: A Proposal’, 
Kyklos, 195g, Fasc. 3, pp. 307-315. 
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butter, cheese, meat and wool were the four main items. At the outset 
these contracts were simple annual agreements to buy and sell pro- 
duce, except in the case of wool where a limit for the war period and 
one season thereafter was agreed upon. The domestic stabilisation 
programme was originally designed to assist war mobilisation but 
this agreement was perpetuated as the basis of postwar farm policy. 
The most important aspect was the creation of industry reserve 
accounts or buffer funds as a basis for mitigating price fluctuations. 

With the conclusion of the war this widespread scheme dis- 
appeared as wool disposals reverted to the pre-war auction system 
and later dairy price-fixing was transferred to an independent 
producer—government organisation. Although a minimum price 
plan for wool has been in operation since 1946 it has been largely 
ineffective; wool disposals were not part of any stabilisation pro- 
gramme after World War u. Between 1947 and 1952 exports of 
butter, cheese, and frozen meat, which were the main items covered 
by industry reserves—guaranteed price—bulk purchase stabilisation, 
amounted to 45 per cent of total exports. Since 1952 the stabilisation 
programmes have been further dismantled. In that year agreement 
was reached with the government on domestic payouts for butter, 
cheese and meat equivalent to market realisations. Subsequently, 
the bulk purchase contracts with the United Kingdom were aban- 
doned. By 1956 the domestic stabilisation arrangements were 
virtually support-price programmes. However, the negotiations 
subsequent to the catastrophic fall in butter prices during 1958 
suggest that precise goals are still absent in the field of dairy price- 
fixing. 


2. The Role of Bulk-Purchase Agreements 


The prices agreed upon by United Kingdom and New Zealand au- 
thorities for the first season 1939/40 were akin to those obtaining 
prewar except in the case of wool, where the price was about one- 
third greater than the average for the 1938/39 season®. All other 
contracts were originally fixed upon an annual basis, but it was 
tacitly understood that the procedure would operate throughout the 
war while subsequent negotiations would determine peacetime mar- 


6. The production season in New Zealand runs from August through to July 
in the following year. 
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keting methods. Under these terms disposals were arranged for five 
seasons, and prices were first adjusted after the second or third 
seasons’, 

In 1944 the United Kingdom Government approached the New 
Zealand authorities with proposals for continuing the contract 
system during peace. Realising that food production would need to be 
stimulated, the United Kingdom authorities held that the long-term 
agreements would so stabilise returns as to encourage increased pro- 
duction. At this time the New Zealand Government was preparing 
for post-war rehabilitation and memories of prewar employment 
difficulties made this opportunity for achieving a significant measure 
of income stability most timely. Long-term agreements were thus 
completed over four seasons from 1944/45 to 1947/48. Prices were 
fixed for the first two seasons but were subject to negotiation there- 
after. The United Kingdom Government agreed further to pay im- 
mediately a lump sum of £ N.Z. 15 million and £ N.Z. 5 million 
during each of the four contract seasons. In this way earlier pleas 
about the adverse effect of sharply rising import prices upon real 
incomes were recognised and, for the purpose of contract price 
negotiations, it did admit a relationship embodying the terms of 
trade. 

Although the ready acceptance of these contracts by the New 
Zealand Government is not surprising it is opportune to review the 
reasons. First, assured sales offered a considerable degree of income 
stability not only to the relevant primary industries but also to the 
whole economy; this is especially true when there are contract limits 
to price alterations. Secondly, it was believed that income stability 
would favour an expansion of production. In addition, the political 
affiliations associated with the agreements cannot be discounted. The 
close ties of sentiment and politics between New Zealand and the 
United Kingdom undoubtedly moderated demands for higher 
commodity prices. 


7. The cheese price was adjusted after the second season to facilitate a switch 
in production from butter to cheese. This extraneous movement, which was 
frozen into the general price structure for many years, emphasises the problem 
of arriving at administrative prices. For example, see A.R. Bercstrom, ‘“The 
Guaranteed Price for Dairy Products—New Zealand’’, Economic Record, December 


1949. 
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Within the framework of the contract there were other devices for 
security. Originally, total available supplies were uplifted with little 
or no provision for other markets. But this was later relaxed to help 
maintain traditional markets and develop new ones. When, in 1948, 
it was agreed to extend the contracts to the 1954/55 season, price 
negotiations for dairy produce and meat were bound to a 7 4% per cent 
variation. During a period of increasing costs and import prices this 
limitation involved a loss of real income, though the original con- 
ception of these agreements envisaged the elimination of such aber- 
rations in the long run. The surge in world prices following the 
outbreak of the Korean War made the price variation limitations an 
intolerable burden so that eventually meat prices were raised by 
about 16 per cent in the 1951/52 season and by 12% per cent in the 
1952/53 season. The firmess of the price variation limit was not 
apparent. 

In the event, the long-term agreements were terminated at the 
end of the 1953/54 season owing to the United Kingdom Govern- 
ment’s wish to resume free marketing of food imports and local 
dissatisfaction with the effects of bulk purchases upon sales, quality 
and price. 

When appraising the value of bulk-purchase agreements it should 
be recognised at the outset that there was really a series of short-run 
agreements reflecting frequent renegotiation. The first peacetime 
contracts were drawn up in 1944 with a duration of four years, but 
were later extended to 1950 and then to 1955. If contracts are to 
stabilise prices and incomes, their existence must be foreseen for such 
time as, under free market conditions, periods of rising and falling 
prices would be offset. Although inflation has predominated through- 
out the years since World War n this does not invalidate the conclu- 
sion that an exporting country may endure a period of lower prices 
than those persisting under free markets only to find it has obtained | 
no benefits at the conclusion of the agreements. 

The belief that the stability offered by bulk-purchase agreements 
would help the growth of investment and production has not been 
upheld. Until 1952, the actual payout price was less than the contract 
price for butter, cheese and meat. The product price is moreover 
only one influence on farm profits and hence farm investment. | 
Equally important factors are the level of internal costs, the availabi- 
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lity of labour and the scope of industrialisation. As we shall see from 
later sections, Nurkse’s concern with the need for a stabilising fiscal 
policy was not misplaced. 

Price fixation is a more complex matter. Once the link between 
the consumer and the producer has been destroyed some other means 
must be found to replace the intimate price-fixing functions of the 
market. The longer the broken period, the greater is the problem of 
matching market requirements. The difficulty then is to find a 
substitute method; contract prices might be related to costs of pro- 
duction, import prices, marginal “free” market prices, or to some 
other concept. 

Whereas the position of foodstuffs and raw materials in world 
trade had improved generally by comparison with prewar condi- 
tions, the terms of trade between exports under bulk-purchase con- 
tracts and imports were /ower during the postwar decade than for the 
years prior to World War m°. Throughout the whole period between 
1940 and 1953 the terms of trade for butter, cheese and meat exports 
were below the levels of the prewar years 1936-1939. In Table 1 the 
indices for prices and terms of trade are presented and the contrast 
emerges clearly. On the other hand the terms of trade for wool 
exports, which were New Zealand’s main “free market” exports, 
improved markedly for the postwar years. 

This anomalous situation invites further comment. First, the “‘se- 
curity” long-term agreements afford the exporting country has been 
offset by prices lower than were available in other markets. Secondly, 
it indicates the long-run difficulty of maintaining contact with world 
commodity trends. Despite subsequent negotiations the basic prices 
were determined in the 1939/40 season. With rapid increases in 
demand and general price levels it would seem impossible to adjust 


8. For example the estimates made by Cotin Ciark in Economics of 1960, and 
elsewhere and the more conservative figures of W. A. Lewis, ‘““World Production, 
Prices and Trade 1870-1960’’, The Manchester School, May 1952; C.P. KinDLE- 
BERGER, The Terms of Trade: A European Case Study, New York 1956, Chapter 11, 
Table 11-1 especially. All the estimates presented in this analysis show a sharp 
fall in the terms of trade for manufactures in terms of primary products between 
1938 and 1952. Kindleberger’s index (1913 = 100) records a fall from 131 in 
1938 to 109 in 1952; this calculation is for countries of industrial Europe. The 
estimates prepared by Clark and Lewis are analysed by E. Lerpavu, “‘Stabilization 
and the Terms of Trade’’, Kyklos, 1959, Fasc. 3, pp. 362-374. 
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prices quickly. Where existing prices form the basis for discussion, 
administrative inertia precludes reappraisal in other ways. Yet a 
pricing policy based upon the terms of trade, while limiting the 
effects of price changes upon real incomes and employment, would 
not permit an appreciation of trends in commodity trade. 

The justification for prices based upon production costs would 
seem even more tenuous but this approach also influenced nego- 
tiations. In 1946, when discussing an extension of the meat agreement 
to 1950, it was agreed to consider costs of production. Although this 
clause lapsed in 1948 it was again introduced in 1950. In this context 
official correspondence on the dairy produce agreement is illumina- 
ting. ‘“‘As to the prices which we pay to European countries there 
would perhaps be some substance in your claim if we were close to the 
time when your butter and cheese would have to compete against 
theirs... Meanwhile we have to obtain what supplies we can from 
these countries whose whole economy differs from yours. They have 
peasant farmers who have to feed their cattle on imported feeding 
stuffs during the winter and whose costs generally are found to be 
higher than yours’’®. 

Two reasons for price discrimination are advanced; there is no 
competition in a guaranteed market and production costs differ bet- 
ween countries. Prices based upon costs of production, however, are 
advantageous to the exporting country as the hard reality of cost is 
removed from production estimates. Where the importing country 
relies heavily upon external food supplies, this policy surely hinders 
the expansion of supplies from efficient producers while setting a 
premium upon inflation and inefficiency. Furthermore, there are 
limits to a guaranteed market as rising prices restrict consumption 
and encourage substitutes. The possibility of such a pricing policy 
operating in the long run to the satisfaction of contracting parties is 
remote?®, 

g. Letter of 7th July, 1950, from Rt. Hon. Maurice Webb, then Minister of 
Food, to Mr. W. Marshall, Chairman of the N.Z. Dairy Products Marketing 
Commission; N.Z. Dairy Products Marketing Commission, Third Annual Report, 
1949/50, pp. 6/7. 

10. It is apparent also that a “‘cost of production”’ price policy is incompatible 
with exporters’ domestic stabilisation measures, such as guaranteed prices in- 
volving the use of industry reserve accounts. Especially in the New Zealand case 
where the domestic price was supposedly based upon costs of production. 
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New Zealand’s experience of long-term agreements was disappoin- 
ting. They operated throughout a period when primary products 
would have commanded higher prices if restraints had not been 
placed upon their disposal. Although accepted mainly as a means of 
equilibrating commodity price movements over a long period, the 
agreements became, to a large extent, bilateral trading agreements. 
Their short-term nature precluded any appreciable benefits to pri- 
mary industries as they were applied throughout a period when the 
primary products would have commanded prices above those in- 
corporated in the contracts. Hence New Zealand suffered a loss of 
real income without the compensation of stability in its export 
income. But the disabilities of the bulk-purchase agreements have 
had a wider impact. In the long-run, domestic stabilisation measures 
were envisaged as self-balancing through the equilibrating mecha- 
nism of an industry reserve account, but with long-term agreements 
this original purpose was circumscribed. Nevertheless as these agree- 
ments have not prospered, the advantages of purely domestic 
schemes for accumulating large reserves or buffer funds have been 
foregone with deleterious effects upon future pricing policy. The 
effect of the loss of real income, as a result of the inability to maximise 
export prices, upon growth of the economy cannot be ignored. The 
bulk-purchase contracts achieved neither security nor any real stabi- 
lity in export prices or incomes. So long as international agreements 
of this sort depend upon the political persuasion of one or more con- 
tracting governments, the confidence in them implied by Hazlewood 
appears somewhat misplaced. 


3. Domestic Stabilisation Programmes: Butter and Cheese 


The inherent conflict of the dairy industry guaranteed price structure 
was fully illustrated in negotiations prior to World War nu". Although 
advisory committees helped translate the wide concepts of the Pri- 
mary Products Marketing Act 1936 into more concrete form, dis- 
satisfaction grew amongst dairy farmers about the methods of 


11. Fora full discussion of prewar negotiations see H. BetsHaw, ‘Guaranteed 
Prices for New Zealand Exports’’, Economic Record, December 1937; and “‘Gua- 
ranteed Prices in Operation”, N.Z. Centennial Supplement to the Economic 
Record, October 1939. 
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determining the guaranteed price as well as with rising internal costs. 
Government policies for more employment and improved working 
hours and conditions were thought to have diverted labour from 
primary industries. This dissension, at times acrimonious, was be- 
lieved overcome when the 1938/39 advisory committee unanimously 
agreed upon that season’s prices. But the Government, disagreeing 
with the Committee’s standards and findings, established a price- 
schedule lower than recommended. When the new prices were 
announced in September, 1938, overseas realisations were falling; 
the critical factor in pricing policy was sharply emphasised. The 
Government was concerned with foreign prices in relation to do- 
mestic payouts and producers with mounting costs. Producers’ 
representatives questioned the usefulness of relating the guaranteed 
price to market realisations over any period of time. “To give effect 
to the ideals of Government policy for guaranteed prices to dairy 
farmers means cutting adrift altogether from the question of market 
realisations!.”’ 

Post-war experience again stressed the difficulties of appropriate 
price policies. The industry reserve funds grew steadily as domestic 
prices were held below contract yields and dairy farmers became 
impatient. Eventually in 1952 agreement was reached between the 
government and procedures whereby the full export proceeds from 
butter and cheese would be paid out up to 1954/55 season. In effect, 
income stabilisation was more or less abandoned though only for an 
upward movement as legislative provisions enacted in 1956 ensured 
that prices could not be reduced below 95 per cent of the industry’s 
determined cost structure. Yet this arrangement lasted only for the 
1957/58 season when a severe fall in prices exhausted completely the 
Dairy Industry Reserve Account. The Government intervened in 
discussions about the domestic guaranteed price for the 1958/59 
season and enforced a payout nearly 15 per cent below the basic 
cost of production estimates of the previous season. As in 1938/39, 
market realisations dictated government policy once the buffer funds 
had been exhausted. All the experiences over the fixing of domestic 
guaranteed prices in the dairy industry bring out the invidious 
administrative problem of equating short and long-run price policies. 
Inevitably, higher export prices and reserves stimulate demand for 

12. N.Z. Dairy Board, 15th Annual Report, 1938/39, p. 4. 
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higher domestic payouts and falling prices demands for keeping up 
domestic payouts by utilising reserves. In effect, by its very nature, 
a negotiated price will at best dampen rather than thwart excessive 
price and income oscillations. 

The 1938/39 season’s price structure was of lasting importance, as 
the formula then determined became the basis for price fixing until 
1951/52. For so long as the guaranteed price was based upon the 
1938/39 formula increased efficiency in the dairy industry was 
disregarded when assessing prices. The standard labour output unit 
in the 1938/39 formula was 6,000 lbs of butterfat per each adult male 
worker but, as Table 2 indicates, on the basis of total numbers en- 
gaged, the actual position in 1951 was about 9,900 lbs of butterfat 
per person. In effect, the producer gained all the benefits of rising 
productivity while the guaranteed price structure could no longer be 
said to indicate costs of production in the dairy industry. When the 
basic cost structure was revised in 1957 for purposes of computing the 
95 per cent support price arrangement, the labour output unit was 
estimated as 8,625 lbs of butterfat per each labour unit. Thus it does 
seem fair to suggest that new the price formula derived in 1957 still 
contained a substantial margin for labour productivity above the 
basic costs of the industry. 











Table 2 
Butterfat Production, Total and Per Worker 
es yam Total Butterfat Butterfat 
Season* Production per Worker 
Male Female (million Ibs) (Ibs) 
1936/37 71-5 3-5 456 6,070 
1945/46 43-3 5-4 373 7,640 
1951/52* 46.5 4.0 502 9,940 
1956/57 43-8 3.6 523 11,080 

















Source: Government Statistician and New Zealand Dairy Board Annual Reports. 


. The numbers engaged are derived from the census data of 1936, 1945, 1951 and 1956. 

. The figures relate only to those engaged in dairy farming so that production per worker is over- 
estimated by the exclusion of those in mixed farming who contribute to butterfat production. 

3. The censuses of 1951 and 1956 include Maoris whereas the two earlier estimates do not include 

them. 
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Yet the new price formula lacks the significance of the old one 
stemming from the discussions in 1938. Essentially, domestic payouts 
have not been related to some clear formula since 1952 apart from 
the disastrous experience during the 1957/58 season when the entire 
buffer funds of the dairy industry were dissipated. For three seasons 
between 1954 and 1957 the Dairy Products Marketing Commission, 
the authority then determining the domestic price for butterfat, an- 
nounced a price without specifying any costs on the basis of the 1938/39 
formula. As we have seen the attempt to re-introduce a revised formu- 
la in connection with the support-price proposals of 1957 ended in 
fiasco. 


4. Domestic Stabilisation Programmes: Meat and Wool 


Pricing policies for meat and wool may be reviewed briefly. During 
World War u wool was sold under contract to the United Kingdom 
with the stipulation that any profit from the subsequent disposal 
should be shared equally. In the event, an amount of £20 million, 
representing New Zealand’s share of these profits, was incorporated 
as part of the capital for a price support plan in 1951. In the previous 
post-war years some such minimum price provision was untertaken 
by the organisation arranging disposal of war-time accumulations. 
But the criteria for determining the wool support price differ mar- 
kedly from those for the dairy guaranteed price, as regard has to be 
paid to the prices of international trade commodities, the mainte- 
nance of wool production in New Zealand, and the amount of 
available financial resources. 

Purchases under this scheme have been negligible. The wool 
market has been supported from time to time though more so in the 
last two seasons than in preceding years. When the post-war years are 
looked at as a whole, the role of the wool floor price plan has not been 
of much significance. The implications for stabilisation are no less 
striking. In effect, wool growers’ incomes must fall severely before 
the support mechanism operates effectively. The small size of reserves 
in relation to the value of the annual wool clip limits the long-term 
capacity of the scheme. 

The meat industry stabilisation scheme lacked a formal legislative 
basis as its origins lay in the wartime stabilisation agreement of 
1943, when it was decided that domestic prices should be related to 
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internal costs and not to external realisations. Prior to the 1951/52 
season this position was maintained so that the meat industry reserve 
account steadily expanded, and the only agreement to use these funds 
is the 1943 provision stating that such moneys can only be spent by 
agreement with the meat industry. It is generally understood that 
the funds will be available to cushion any sudden price fall or long- 
term downtrend. At the commencement of the 1951/52 season the 
stabilisation policy relating to payouts based upon costs of production 
and reserve accumulations was abandoned, and full payouts at 
contract prices agreed upon. 

With the completion of bulk purchase contracts a meat price 
support scheme, utilising these accumulated reserves, was adopted 
in 1955. However, it is not a rigid floorprice arrangement as the 
criteria on which calculations are made include market trends and 
average prices in the preceding three seasons. So far, few calls have 
been made upon the scheme, but this is not surprising in view of the 
stability of meat prices generally in recent years. 


5. Industry Reserve Funds 


The basis on which industry reserve accounts have been devised 
shows a failure to appreciate the effects of fluctuations in a dependent 
economy. The chief reason for their establishment was the avoidance 
of sharp movements in farm prices, and so in farm incomes and in 
national income. But it is as well to recall that the level of real income, 
in the short-run at least, fluctuates with the availability and cost of 
imports. Significantly, these industry reserves have been maintained 
within New Zealand so that when the need has arisen for them to be 
drawn upon, the benefit has been felt only in terms of domestic money 
incomes. These reserves help, at best, to maintain a given income 
distribution. Real income depends heavily upon the maintenance of 
import supplies yet, under existing techniques, the buffer funds offer 
no help. During 1957/58 when New Zealand suffered a reversal in 
its balance of payments, the dairy industry reserves were entirely 
used up but they could not assist in restoring depleted foreign 
exchange reserves. 

Frequent criticism has been advanced against any proposal for 
linking reserves to holdings of foreign exchange or securities as an 
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incursion upon the role of the monetary authorities. Such attitudes 
are unrealistic. Monetary authorities are inevitably concerned with 
the short-term balance of payments whereas stabilisation schemes are 
essentially long-term measures related to fluctuations. Experience in 
the past decade confirms the view that the monetary authorities, at 
least in New Zealand, lack the ability to accumulate foreign ex- 
change reserves in excess of current needs. Moreover, industry 
reserves are large in relation to export earnings and foreign exchange 
reserves, so that an entire economic and administrative problem 
surrounds their utilisation or accumulation. If these industry reserves 
were held externally, say in dollar or sterling securities, the effects of 
movements upon the balance of payments could be offset. In this en- 
vironment the monetary authorities would then be in a position to 
adjust the current balance of payments to overall domestic income 
and price movements!, The growth of stabilisation reserves is shown 
in Table 3, along with internal cost changes as indicated by the 
wholesale price index. By 1953 they had reached £94.8 million (or 
£116 if the wool retention accounts are included). Yet postwar 
inflation dissipated much of their real value; at the time of accumula- 
tion their value at 1953 prices was the equivalent of £136.9 million 
(or £163.1 million). Undoubtedly it was awareness of this process 
which influenced primary producers to seek a full payout in 1952, 
when there seemed no end to the accumulation of reserve funds. 

In the 1950/51 wool boom, the Government intervened to limit 
income effects by creating wool retention accounts. One-third of the 
season’s receipts at least, were set aside in special deposit accounts 
which could be drawn upon to the extent of one-fifth yearly over the 
subsequent five years. This procedure benefited individual farmers, 
who had an interest in a specific reserve with a definite liquidation 
period. However, the overall stabilising effect of this measure was lost 
for though some £32 million were frozen this cash deposit formed the 

13. The proportion of industry reserves to held externally is a problem of 
statistical judgment. Thus in the simple multiplier case where s is the marginal 
propensity to consume, i the marginal propensity to import, and the multiplier 
k = 1/ (s+), the effect of a change of exporters’ domestic money incomes upon 
import demand, and, hence, the balance of payments is shown as 4 M/A E = ik. 
However, the tendency in most countries is to utilise fully any rise in foreign 


exchange reserves so the case for holding buffer funds entirely in foreign securities 
is a strong one. 
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Table 3 
Farm Industry Reserve Funds 
(£ N.Z. millions) 
Wool Wool 
Wholesale Dairy Reserves | Meat Reserves i Retention 
Year Price Index (goth June (goth Septem- (goth June Accounts 
(1957 = 100) each year) ber each year) each year) (goth June 
each year) 
1937 38 —0.3? - - - 
1938 39 0.6 ~ - - 
1939 40 —1.9 = - = 
1940 45 =o 2 > = 
194! 49 —1.7 = - as 
1942 53 —1.0 0.7 - - 
1943 56 —0.2 1.9 - - 
1944 58 4.1 4-3 . - 
1945 59 4.8 9-2 - - 
1946 59 4-9 12.2 - ~ 
1947 62 6.8 18.2? 1.2 - 
1948 69 12.7 25.6 2.6 ~ 
1949 68 15.3 29.5 9-4 - 
1950 74 18.4 35-3 13.2 - 
195! 86 23.0 37-3 25.8 32.8 
1952 96 23.6 40.4 26.1 28.1 
1953 95 24.1 40.5 27.5 21.8 
1954 94 24.7 39.6 28.4 16.2 
1955 95 23.5 40.3 28.2 10.2 
1956 99 28.7 40.7 29.0 3.8 
1957 100 16.5 41.3 29.8 = 
1958 103 —9g.0 42.2 30.5 - 
Source: Government Statistician, Annual Reports of the New Zealand Dairy Products Marketing 
Commission, and New Zealand Official Yearbooks. 
1. Deficit net from Public Account and excluded in subsequent totals. 
2. Prior to 1948, the figures are for 31st July in each year. 











liquid base upon which the trading banks expanded advances in 
1951/52. Between December, 1950, and March, 1952, loans by 
commercial banks rose from £109 million to £187 million but their 
balances with the Reserve Bank of New Zealand fell from £62.6 
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million to £24.6 million. If the wool retention deposits which were 
kept with the trading banks had been frozen in a special statutory 
reserve similar to the usual minimum reserve requirements the 
subsequent inflationary and balance of payments problems might 
have been more easily avoided. 


6. Stabilisation and Production 


The effects of stabilisation upon production cannot be readily isolated 
owing to other important domestic influences such as over-full em- 
ployment and inflation. In these circumstances one should expect the 
dairy industry to be handicapped more than the pastoral industry 
which does not rely so much upon an adequate labour supply. A 
comparison of production trends in the major primary industries 
discloses substantial variations in growth rates. Over little more than 
two decades the cumulative growth rate for lamb and cattle killings 
has been between 2 and 3 per cent; in the case of cattle, the years 
since the end of bulk-purchase contracts have shown a striking 
expansion. Wool production has also risen at a cumulative rate of 
about 2 per cent. These estimates contrast markedly with butterfat 
production (for butter and cheese) which recorded a rise of about 
I per cent over the period. The shift in employment in the various 
industries over these years suggests their relative attractiveness. The 
numbers engaged in sheep farming fell from 34,356 in 1936 to 32,418 
in 1951 but rose to 39,627 in 1956; in mixed farming the comparable 
figures were 16,488, 20,961 and 19,306; and in dairying we find 
estimates 75,009, 50,460 and 47,307. However, the great movement 
out of dairying can be explained partly by the large numbers who 
went onto farms as labourers during the depression of the ’thirties. 
Not unnaturally these people moved out as soon as employment 
prospects improved. 

All this points to the imbalance inherent in schemes based upon 
administered or negotiated prices or which do not control all sectors. 
In essence, stabilisation schemes present two facets of the problem of 
maldistribution of resources; first between various sectors of primary 
industry, and secondly, between primary and other industries. In so 
far as dairy industry prices are raised or lowered in relation to market 
realisations, resources are attracted or retarded in excess of actual 
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requirements. Furthermore, the relative prices of primary products 
are important as under rising prices resources may be directed to 
“free” sectors, such as wool, but under falling prices they go to the 
stabilised industries. 

It is often held, or suggested, in regard to the dairy industry 
guaranteed price that stabilisation achieves an “equitable” income 
distribution between the various sectors of the industry. Two com- 
ments may be made. First, external markets determine the price at 
which the products are sold, so that an “equitable” distribution of 
income through stabilised prices which do not correspond to market 
realisations may involve a loss of real income. However, in the short 
run, discrepancies between market and stabilised prices are unlikely 
to affect real income. 

Secondly, although some distributions of income may be inequi- 
table, the main guide to production is still the satisfaction of con- 
sumer wants. 

It has been understood and there is some empirical evidence to 
support the argument that the demand for primary products is 
inelastic!*, Yet the inelasticity in demand schedules can be over- 
stated. The position of the national product may be less strong than 
is thought when demand analysis is based upon the total trade in a 
commodity. In the case of New Zealand there are substitutes, such as 
margarine and synthetic fibres, placing definite limits upon price 
fluctuations at any one time. If the demand is inelastic then it does 
pay an exporting country in conjunction with its competitors to 
curtail the amount of a product coming onto the world market in the 
face of falling demand. Yet even if efforts at international co-opera- 
tion were successful, periods of low prices would be the very time 
when domestic prices would rise above realisations. The marketing 
authorities would face possibly some efforts to have international 
agreements abrogated while buffer funds could be overstrained 
should production increase. The latter happening may be all too 
likely within the New Zealand economy; one investigation into 


14. See R. Stone (The Measurement of Consumers’ Expenditure and Behaviour in 
the United Kingdom, 1920-1938, London 1954) for demand analysis of certain 
imported products. The measurement of elasticities has been questioned, however, 
in recent years; for example, see Guy H. Orcutt, “Measurement of Price 
Elasticities in International Trade”’, Review of Economics and Statistics, May 1950. 
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export supply functions suggests that exports vary inversely with 
prices}®, 

An analysis of the relationship between primary industries and the 
remainder of the economy, rather than between farm groups, shows 
up the inherent weakness of farm stabilisation schemes, even more 
strongly. Movement in the terms of trade and fluctuating export 
prices may be offset, to a large extent, by externally held stabilisation 
funds or exchange rate variations. But there is no safeguard against 
domestic instability whatever form the farm stabilisation programmes 
may take. In an economy where the farm sector does not loom large 
in total output, the effect of domestic economic policies may be 
countered by additional support from the central government. But 
in New Zealand, as with most countries attempting to insulate 
against external economic influences, the primary industry is such 
a large sector of the economy’ that the cost of supporting a rigid price 
formula can be prohibitive. The experience in the 1957/58 season 
proved this conclusively for the dairy industry. 


7. Conclusions 


The review of New Zealand’s stabilisation programmes supports 
many of the views put forward recently. That industry reserves or 
buffer funds should be held in foreign currencies or securities hardly 
needs stressing. Nor can there be much dispute about the need for 
domestic pricing policies to be related to market trends in a way 
readily apparent rather than dependent upon ad hoc administrative 
decisions. Nevertheless, the success of any effective stabilisation pro- 
gramme can be frustrated by the failure to pursue domestic economic 


15. A.R. Bercstrom, “‘New Zealand’s Export Supply Function’’, Economic 
Record, June 1951. The conclusions can be queried; the cataclysmic events of the 
early ’thirties would rob the analysis of much of its usefulness for present day 
discussion. 

16. In 1952/53 which is the only year for which complete sector accounts are 
available, the net domestic output of the farming and the primary produce pro- 
cessing sectors was £ N.Z. 172.4 million out of a total net domestic output of 
£N.Z. 694.2 million. The estimate for the manufacturing sector was £ N. Z. 128.3 
million. Exports of butter, cheese, meat and wool and their by-products have 
comprised more than go per cent of New Zealand’s merchandise exports since 


1946. 
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policies which are in sympathy with the aims of stabilising the farm 
sector. The discontent of the dairy farmers over guaranteed prices 
and reserves which led to the decision in 1952 on payouts being 
equivalent to market realisations stemmed partly from the failure to 
pursue an effective anti-inflationary policy. The real value of the 
industry reserve funds was whittled away as domestic costs were 
allowed to rise steadily. 

Against these proposals is the argument that the accumulation of 
substantial buffer funds in foreign currencies or bonds denies the use 
of such assets for economic development programmes. An intolerable 
burden for countries seeking capital for increasing real output. Cer- 
tainly countries maintaining domestic buffer funds overcome this 
problem but no assistance can be forthcoming from this source in 
times of a running down of foreign exchange reserves. The import 
supply problem can then undermine the maintenance of a develop- 
ment scheme. The balancing of priorities would tend to favour the 
use of available foreign exchange reserves as was the case in New 
Zealand but the position would not be so troublesome should a 
domestic pricing policy be linked to some trend in market prices. 
Then, the circumstances surrounding the accumulation of externally- 
held buffer funds would be clearly defined while the handicaps 
associated with a capital outflow would be essentially a short-run 
phenomenon. 

The interrelation between international and national arrange- 
ments appears as the single most interesting aspect of the New 
Zealand experience in post-war years. The bulk purchase contracts 
with the United Kingdom emerge as a very much one-sided arrange- 
ment. In the immediate post-war years when supplies were scarce, 
the prices received for New Zealand exports were much below the 
level that one could have expected in a free market. From the New 
Zealand viewpoint these contracts appeared as a useful technique for 
guaranteeing markets and stabilising prices. But when post-war 
shortages had disappeared the contracts were terminated when there 
was failure to agree about prices; the changed political scene in the 
United Kingdom, and to some extent, New Zealand, contributed 
to this decision. Thus, the effect of the bulk purchase contracts had 
been to “‘stabilise” the markets for meat and dairy products over a 
period when the main benefits accrued to the consuming country. 
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The exporting country had nothing to fall back upon when falls in 
prices were felt. The efficiency of the domestic stabilisation arrange- 
ments was reduced because the opportunities to amass large reserves 
had been passed up through entering into these bulk purchase con- 
tracts. 

The main criticism is the loss of real income associated with the 
failure to maximise foreign exchange earnings. There is no certainty 
that the domestic stabilisation programmes would have been more 
successful because of the inherent weaknesses in the domestic proce- 
dures; the failure to arrive at a clear pricing policy is one deficiency, 
another is the inadequacy of overall economic policy. The New 
Zealand case shows forcibly the handicaps to a successful long-term 
international policy for commodity disposal. Future efforts in this 
sphere may best be devoted to seeking agreements between sellers ot 
primary products, so controlling the flow of supplies onto world 
markets, rather than to negotiating directly between buyers and 
sellers. 


Newcastle University College, W.P. Hocan 
University of New South Wales, 
Newcastle (Australia ) 


SUMMARY 


Since 1936 New Zealand has experimented with various techniques for stabilising 
the prices of its main export commodities. In that year domestic prices for butter 
and cheese were guaranteed under a domestic stabilisation programme. Despite 
the complexity of factors influencing price determination, internal payouts and 
market realisations were to be equalised over an indeterminate period. With 
World War nu, a second phase of stabilisation began as sales of butter, cheese, 
meat and wool were arranged under longterm agreements or bulk-purchase 
contracts with the United Kingdom. A most important aspect of war-time policy 
was the creation of industry reserve accounts or buffer funds for the main export 
commodities as a basis for offsetting future price fluctuations. After the war these 
comprehensive programmes were gradually dismantled. In 1946, wool selling 
reverted to the pre-war free auction system. By 1952 the New Zealand Government 
agreed to make domestic payouts for butter, cheese and meat equivalent to 
market prices. Subsequently, the bulk-purchase agreements with the United 
Kingdom were terminated. 
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The most interesting feature of the New Zealand experience is the inter- 
relation between international and national stabilisation schemes. The bulk- 
purchase contracts were a very one-sided arrangement. In the early post-war 
years when supplies were scarce, prices received for New Zealand exports were 
much below the level one could have expected in a free market. Estimates dis- 
close a striking difference between the post-war terms of trade for wool and the 
other export commodities sold under bulk-purchase agreements. When the post- 
war shortages disappeared, it was not long before the bulk-purchase contracts 
were abandoned. Thus the effect of these long-term agreements was to “‘stabilise”’ 
the markets for meat and dairy produce over a period when the main benefits 
accrued to the consuming country. At the same time the efficiency of the domestic 
stabilisation measures was impaired because opportunities to amass large reserves 
had been passed up through entering into these bulk-purchase contracts. 

However, the operation of the New Zealand programmes emphasises the 
need for a clearly understood method of determining domestic payout prices. 
Yet, if overall economic policy is deficient, the best devised stabilisation systems 
will collapse owing to the political and economic pressures thrust upon them. 


ZUSAMMENFASSUNG 


Einkommensstabilisierung in der Agrarwirtschaft: Ein Kommentar auf Grund der Erfah- 
rungen in Neuseeland. Neuseeland hat seit 1936 auf verschiedene Weise versucht, die 
Preise seiner wichtigsten Exportprodukte zu stabilisieren. Zunachst wurden die 
Inlandpreise fiir Butter und Kase im Rahmen eines internen Stabilisierungs- 
programms garantiert. Trotz der Vielfalt der Faktoren, welche die Preisbildung 
beeinflussen, mussten iiber einen unbestimmten Zeitraum die Auszahlungen an 
die Farmer und die Markterlése in Ubereinstimmung gebracht werden. Mit dem 
Zweiten Weltkrieg begann eine zweite Phase der Stabilisierung, indem der Ver- 
kauf von Butter, Kase, Fleisch und Wolle durch langfristige Vereinbarungen 
oder Sammelkaufkontrakte mit Grossbritannien geregelt wurde. Einer der wich- 
tigsten Aspekte der in dieser Periode befolgten Politik war die Schaffung von 
Reservefonds oder Puffer-Fonds fiir die Hauptexportgiiter, welche dazu be- 
stimmt waren, kiinftige Preisschwankungen auszugleichen. Nach dem Kriege 
wurden diese umfassenden Regelungen sukzessive aufgegeben. Im Jahre 1946 
wurde bei der Wolle zu dem Vorkriegssystem freier Auktionen zuriickgekehrt. Ab 
1952 wurden die Auszahlungen an die Farmer fiir Butter, Kase und Fleisch den 
tatsachlichen Marktpreisen gleichgesetzt, und in der Folge kam es zur Beendigung 
der Sammelkaufkontrakte mit Grossbritannien. 

Der interessanteste Aspekt der neuseelandischen Stabilisierungspolitik ist die 
Wechselbeziehung zwischen internationalen und nationalen Stabilisierungs- 
massnahmen. Die Sammelkaufkontrakte waren eine sehr einseitige Regelung. 
In den ersten Nachkriegsjahren als das Angebot knapp war, lagen die fiir die 
neuseelandischen Exporte vereinbarten Preise stark unter jenen, die auf einem 
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freien Markt hatten erzielt werden kénnen. Schatzungen lassen einen betracht- 
lichen Unterschied erkennen zwischen dem Austausverhaltnis (terms of trade) 
fiir Wolle und dem fiir die anderen, unter Sammelkaufkontrakten gehandelten 
Exportgiiter. Kaum war die Nachkriegsknappheit iiberwunden, wurden auch 
schon bald die Sammelkaufkontrakte aufgegeben. So bestand denn die Wirkung 
dieser langfristigen Abkommen darin, dass die Markte fiir Fleisch und Milch- 
produkte fiir eine Periode «stabilisiert» wurden, in der der Hauptnutzen dem 
Abnehmerland zukam. Zugleich wurde die Wirksemkeit der internen Stabili- 
sierungsmassnahmen beeintrachtigt, weil die Méglichkeit der Anhaufung grosser 
Reservefonds durch die Sammelkaufkontrakte vereitelt wurde. 

Die Wirkungsweise der neuseelandischen Stabilisierungsprogramme unter- 
streicht die Notwendigkeit, die an die Farmer auszuzahlenden Preise nach einer 
klaren und eindeutigen Methode zu bestimmen. Wenn indessen die allgemeine 
Wirtschaftspolitik mangelhaft ist, so werden auch die bestkonzipierten Stabili- 
sierungssysteme unter dem politischen und wirtschaftlichen Druck, dem sie dann 
ausgesetzt sind, zusammenbrechen. 


RESUME 


Stabilisation des revenus agricoles: commentaires sur les expériences de la Nouvelle-Zélande. 
Depuis 1936, la Nouvelle-Zélande a expérimenté diverses techniques en vue de 
stabiliser les prix de ses principaux produits d’exportation. Tout d’abord, les prix 
intérieurs du beurre et du fromage furent garantis dans le cadre d’un programme 
de stabilisation interne. En dépit de la complexité des facteurs qui influencent la 
formation des prix, les paiements aux agriculteurs et le produit des ventes sur le 
marché durent étre mis en concordance durant une période indéterminée. Avec 
la Seconde Guerre mondiale débuta une seconde phase de stabilisation, lorsque 
les ventes de beurre, fromage, viande et laine furent réglées par des accords 4 long 
terme ou des contracts collectifs d’achats avec la Grande-Bretagne. L’un des 
principaux aspects de la politique suivie durant cette période a été la création de 
fonds de réserve ou fonds de compensation pour les principales marchandises 
d’exportation, qui étaient destinés a égaliser les futures fluctuations de prix. Aprés 
la guerre, ces réglementations étendues furent graduellement abrogées. En 1946, 
le systéme des enchéres libres pour les ventes de laine en vigueur avant la guerre 
fut réintroduit. Dés 1952, le gouvernement néo-zélandais fut d’accord d’effectuer 
les paiements aux agriculteurs pour le beurre, le fromage et la viande 4 des prix 
équivalants 4 ceux pratiqués sur le marché. Par la suite, les accords d’achats col- 
lectifs passés avec le Royaume-Uni furent dénoncés. 

L’un des aspects les plus intéressants des expériences de la Nouvelle-Zélande 
est l’interpénétration des mesures de stabilisation internationales et nationales. 
Les contrats collectifs d’achats furent une réglementation trés unilatérale. Durant 
les premiéres années de l’aprés-guerre, lorsque l’offre était rare, les prix fixés pour 
les exportations néo-zélandaises furent bien inférieurs 4 ceux qui auraient pu 
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étre réalisés sur un marché libre. Des estimations font ressortir une différence 
frappante des termes d’échange (terms of trade) pour la laine et les autres mar- 
chandises d’exportation négociées dans le cadre de contrats collectifs d’achat. A 
peine Ja pénurie d’aprés guerre avait-elle disparu que les contrats collectifs 
d’achats furent abandonnés. Ainsi, l’effet de ces accords 4 long terme fut de 
«stabiliser» les marchés de la viande et des produits laitiers durant une période 
au cours de laquelle les pays importateurs furent les principaux bénéficiaires. En 
méme temps, l’efficacité des mesures internes de stabilisation fut entravée parce 
que les possibilités d’accumuler d’importantes réserves furent réduites 4 néant 
par les contrats collectifs d’achats. 

Les expériments néo-zélandais de stabilisation soulignent la nécessité de déter- 
miner les prix 4 payer aux agriculteurs selon une méthode clairement compré- 
hensible. Si toutefois la politique économique générale est insuffisante, les sys- 
témes de stabilisation les mieux concus s’effondreront sous les pressions politiques 
et économiques exercées sur eux. 
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CYCLICAL ECONOMIC 
GROWTH UNDER COLLECTIVISM 


1. A Method of Approach 


1. Economic reality in itself has an asystematic structure. This is 
true also of all the other domain of empirical reality, and reflects 
the necessarily selective attribute of every system. The unavoidable 
distance between system and reality appears as simplification of 
reality from the angle of system, and as “‘enchevétrements”’ of sys- 
tems from the angle of reality. The relationship of economic systems 
to actual economic processes follows that general pattern. Thus the 
real competitive economies are always permeated by monopolistic 
influences, and the real capitalistic economies manifest the asys- 
tematic intrusion of collectivistic elements. 

But in the same way as the competitive reality cannot be under- 
stood without a good theory of monopoly, so the interpretation of 
actual capitalistic phenomena requires the help of an economic 
theory of collectivism which is an adequate supplement to the usual 
rationalizations of pure capitalism. Indeed, it is to be expected that 
this approximation to reality will eventually result in a more perfect 
distinction between the various economic systems and also in a 
formulation of special theories adapted to the peculiarities of each 
one, in much the same way, once again, as the primary dichoto- 
mizing of market forms into monopoly and pure competition has 
finally given rise, through successive developments, to a more perfect 
and richer analysis of market structures. It is likely that the best way 
to arrive at a fundamental comprehension of current trends in such 
capitalistic orders as are subject to a non-negligible degree of inter- 
vention by the State or public agencies (and this is the rule nowa- 
days) may be not dissimilar to that followed by economic science 
in the construction of the theory of imperfect competition. 

It is scarcely needful to point out, moreover, the obvious scientific 
urgency of being in a position to detect the underlying tendencies 
that govern the growth of collectivistic economies, which are playing 
such a significant role in our contemporary world. Even if we sup- 
posed (erroneously) that the collectivistic ingredients of modern 
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capitalism do not make any difference to its patterns of growth, we 
should still be confronted with the fact that a large proportion of 
world economic growth is taking plan under collectivistic conditions ; 
that is, by the operation of an economic system whose laws or uni- 
formities economic analysis should not neglect to investigate. 

With those purposes in view, however, the present state of the 
so-called “‘economics of socialism’’ is not satisfactory. It supplies us 
with a static model, in the form of a generalized competitive equi- 
librium model, having the peculiar feature that what are mere fac- 
tual tendencies or “laws” under competitive capitalism are trans- 
formed into rules or prescriptions addressed to the collectivistic eco- 
nomic agents!. The following quotation from one of the most emi- 
nent representatives of the “economics of socialism’’ may illustrate 
this general approach: ““The optimum division of each factor among 
the different products (and the amounts of the various products to 
be produced) can now be fixed by issuing a simple Rule which every 
manager of production must obey. The Rule is: ‘If the value of the 
marginal (physical) product of any factor is greater than the price 
of the factor, increase output. If it is less, decrease output. If it is 
equal to the price of the factor, continue producing at the same 
rate’”?, 

As it stands, the economic theory of collectivism aims at assisting 
and guiding the production managers of any collectivistic society by 
enlightening them as to how they should take economic decisions, 
and instructing them as to the standards they should observe for such 


1. The following works are well-known as some of the most important products 
of that trend of thought: G. LanpAvER, Planwirtschaft und Verkehrswirtschaft, 
Munich and Leipzig 1931; F. M. Taytor, ‘““The Guidance of Production in a 
Socialist State’’, American Economic Review, March 1929; O. Lance, “On the 
Economic Theory of Socialism’, Review of Economic Studies, October 1936 and 
February 1937 (both this and Taylor’s essay were reprinted in the book: On the 
Economic Theory of Socialism, edited by B. E. Lippincott, Minneapolis, Minne- 
sota, 1938); H. D. Dickinson, “Price Formation in a Socialist Community”’, 
Economic Journal, June 1933, and Economics of Socialism, Oxford 1939; A. C. 
Picou, Socialism vs. Capitalism, London 1939; A. P. LERNER, The Economics of 
Control, New York 1946; A. Bercson, ‘‘Socialist Economics”, in A Survey of Con- 
temporary Economics, Vol.1, edited by H.S. Exuis for the American Economic 
Association, Homewood, Illinois, 1948. 

2. LERNER, op. cit., p. 64. 
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purposes; it is essentially a normative doctrine. Of course, this is far 
from being useless, or sterile; and it is well suited to the problem 
to which it owed its development, namely, the problem of economic 
calculation under collectivism’. When, however, the question that 
collectivistic economic theory must answer is that of the nature and 
meaning of current trends of economic life under collectivism—and 
it is this sort of problem that concerns us here—a different approach 
becomes necessary. For what we then need, is not a set of rules but 
a set of descriptive and explanatory propositions. 

Accordingly, we shall attempt to apply to collectivism the same 
type of method as is usual in economic analysis, i.e., to elaborate 
a non-normative, merely interpretative model. In addition, we shall 
aim at a dynamic, rather than a static, interpretation. Our endeavour 
will be to detect the essential features of collectivism as an economic 
system, and to infer therefrom some essential patterns of its economic 
development. 


2. The dynamic characteristics of collectivism must be sought in 
the elements determining its structure. In this search, however, the 
way in which collectivism is often defined may prove a complicating 
factor. The distinguishing trait, it is often asserted, consists in the 
attribution to society as a whole of exclusive ‘““dominium’”’ rights over 
all material means of production. This is, indeed, the ordinary con- 
ception of collectivism; namely, a system in which the material in- 
struments of production are owned by the State. Nevertheless, from 
the point of view of economic analysis, it is somewhat paradoxical 
and troublesome for an economic system to be defined in terms of 
an entirely juridical situation, of a legal form that may comprise in 
itself, and be compatible with, widely different economic processes 
and relationships. Even more so when we attempt to identify dynamic 
relations; for, in this connection, the legal condition of means of 
production and their particular ownership are much less significant 

3. As this problem was raised, especially, by L. von Mises, ‘‘Die Wirtschafts- 
rechnung im sozialistischen Gemeinwesen’’, Archiv fiir Sozialwissenschaften und 
Sozialpolitik, Vol. 47, 1920; ‘‘Neue Beitrage zum Problem der sozialistischen 
Wirtschaftsrechnung”’, ibid., Vol. 51, 1924; ‘“‘Neue Schriften zum Problem der 
sozialistischen Wirtschaftsrechnung”’, ibid., Vol. 60, 1927. A synthesis of his argu- 
ments can be found in his book Die Gemeinwirtschaft, translated into English with 
the title: Socialism, London 1936. 
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than their effective allocation between market opportunities and the 
organ that actually decides this. 

Thus, in the present context, the crucial point is: who solves the 
problem of allocating the material productive resources of the com- 
munity; and, in particular, whether this is done by the individual 
managers of the collectivistic enterprises acting autonomously as 
decision units, or by some central planning agency with overriding 
powers. We must distinguish, therefore, between “decentralized” or 
“unplanned” collectivism, and “centralized” or “‘planned”’ collec- 
tivism. This latter variety is sometimes thought of as collectivism par 
excellence, and indeed, as a matter of fact, it is the typical form of 
collectivism in the contemporary world, though occasionally at- 
tenuated with respect to secondary decisions on matters of detail. 
But decentralized collectivism is neither a theoretical nor a practical 
impossibility. 

In any case, it is clear that this distinction between the two varie- 
ties of collectivism affords a natural point of departure for the macro- 
dynamics of collectivism. It is the primary and basic dichotomy in 
this subject. That the dynamic behaviour of centralized collectivism 
may be very different from that of decentralized collectivism is what, 
in principle, ought certainly to be expected. For similar reasons, it 
may be mentioned, as much can be said of capitalism. The mere 
attribution of property rights is, per se, a rather equivocal indicator 
of the nature of any economic system; and this ambiguity can be 
adequately dispelled only by inspecting the method actually em- 
ployed for the allocation of material resources between alternative 
uses. This is a necessary step in identifying the economic character 
of any form of social organization; for here lies the major source of 
the special economic “laws” or tendencies inherent therein. 

Hence, in many important respects, the degree of similarity to 
be found between, on the one hand, a capitalistic system subject to 
strict planning and control by the social authority and, on the other, 
a centralized collectivistic system is higher than between the latter 
and a decentralized form of collectivism, or between the former and 
a capitalistic society immune from authoritarian economic inter- 
ference. This is certainly an important illation for our argument. 
One might even feel tempted to make a more fundamental departure 
from current terminology, and redefine collectivism (and capitalism) 
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solely in terms of the planning element; this being understood here 
as “the actual direction of production by authoritative prescrip- 
tion*’’. Collectivism would then mean the same as the German ex- 
pressions “‘Planwirtschaft” or “zentralgeleitete Wirtschaft”. But we 
shall not go as far as this. State ownership of the material factors of 
production, though itselfan insufficient clue to the economic nature of 
an institutional system, is not, of course, void of any significance or 
bearing on that subject. Hence we shall retain it, and continue to 
speak, as we have done, of centralized and decentralized collectivism. 


3. Let us return, accordingly, to such a basic distinction. We have 
discarded, because of methodological considerations, the idea of 
presenting a unified dynamic theory of collectivism in general. In- 
stead, we shall limit our argument to the typical form of collectivism, 
i.e., to centralized collectivism. We shall assume, therefore, that the 
problem of allocation is solved by some central agency of the State. 
In this also, we shall follow a different course than the so-called 
“economics of socialism’’, which has been characterized by a marked 
predilection for decentralized collectivism; this being, in fact, the 
variety of collectivism that is most apt to adjust its behaviour to 
the prescribed theoretical rules. 


2. Time-Preference Relationships 


4. A most important consequence of the structure of collectivism is 
the disequilibrium that it generates between the production and the 
consumption time-preference schedules. A few definitions may help 
us to bring out the character of that disparity. 

“‘Time-preference” shall mean here — somewhat unconvention- 
ally—the pattern of intertemporal allocation of economic resources. 
We shall speak of average time preference with respect to income, 
and of marginal time preference with respect to increments of income. 

It is then clear that by time preference we are not denoting any 
utility surface, or property thereof, but an allocation vector. If we 
split up time, from the viewpoint of the final use of income, into the 
dichotomy of present and future, then time preference may be inter- 


4. F. A. Hayek, “The Nature and History of the Problem’’, in Collectivist 
Economic Planning, edited by F. A. Hayek, London 1935, p. 21. 
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preted as the distribution of income, or of an addition to income, 
between consumption and saving. 

In comparing two sets of time preference, we shall say that one 
is higher than the other if it contains a more generous apportion- 
ment of resources in favour of immediate needs as compared with 
more distant ones, i.e., within the two-dimensional framework, if it 
allots a larger share to consumption than the other. Accordingly, 
the second set will be said to represent a lower time preference. 

Furthermore, we have to distinguish, in the well-known manner, 
between ex ante and ex post: namely, between ex-ante or planned time 
preferences and ex-post or realized time preferences. 

Under collectivism, since the structure of production is determined 
by the State plans, and supposing no deviation takes place in the 
execution of these plans, ex-post time preference (both average and 
marginal) must always be equal to the State ex-ante time preference. 

Now, for a number of reasons that we shall presently expose, the 
time preference of the planning authority in a collectivistic State is 
necessarily lower than the (ex-ante) time preference of the consumer 
population. This is true both of marginal and of average time pre- 
ferences. 

Such basic disequilibrium is structural in character: it arises from 
four sets of influences, which we may denominate: (1) agio factors, 
(2) investment-opportunity factor, (3) investment-risk factor, and 
(4) planning-technique factor. Let us examine them in succession. 


5. According to the classicai treatment by Béhm-Bawerk, the fact 
that present goods have generally higher subjective value than future 
goods of the same quality and quantity, i.e., the subjective agio of 
present over future income, is attributable to three causes: 


First: The difference of ratio between demand and supply in the 
different periods. 

Second: Our regular tendency to underestimate our future needs 
and the resources serving to satisfy them. 

Third: The technical superiority of present as compared with future 
means of production’. 


5. E. v. BoHmM-BAwErK, Positive Theorie des Capitales, 2nd ed., Innsbruck 1902, 
pp. 262, 266, 274, respectively. (Author’s translation of the German text.) 
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The third of these reasons is of extremely dubious validity, and 
we had better set it aside. There remain the underestimation of 
future needs and the growth of wealth in time, to account for the 
discounting of the future. 

Inasmuch as the underestimation of the future depends on im- 
perfect representation of future needs or on a lack of will-power to 
postpone immediate satisfactions, and it being assumed that plan- 
ning operates without deviations or errors, this cause of time agio 
disappears when the planning is done by the social authority. To 
this extent we agree with Dobb that: ““To discount the future may 
or may not be a common defect of human nature; but that it is a 
defect seems certain—an irrational defect due to weakness of will 
or of imagination. For the community as a whole to discount the 
future... would be an irrational and short-sighted procedure”’®. 

But the remaining reason, the one which Bawerk mentions first, 
does not imply any faulty appreciation of alternatives; it has nothing 
to do with irrationality. So, even if we discard underestimation of 
the future, a certain positive discounting of the future may result 
from this cause. The question is now, therefore, whether this cause 
operates on the social planning authority with the same strength as 
on the consumers. 

For the planners, the ophelimity of national income is likely to 
have two components, the first, (a) being, of course, the needs of 
the population, as they interpret them, and the second ,(b) prestige 
and power inherent in sustained vigorous growth. Certainly element 
(a) may induce a bias towards diminishing utility (rectius: marginal 
utility) of aggregate income, as new and higher levels of satisfaction 
are successively reached by the consumers; but it can be compen- 
sated to a certain extent by redistribution measures. In any case, 
it will be considerably dampened by element (b). 

It is likely, in consequence, that the rate of discounting of the 
future by the central planning board, though positive, will be lower 
than that of the consuming population. 


6. There is also an investment-opportunity factor which has to 

be considered. In a capitalistic society opportunities of investment 

are fundamentally equal for both enterprises and consumers. The 
6. M. Doss, On Economic Theory and Socialism, London 1935, p. 259. 
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entrepreneurs are free to invest in the consumers’ capital goods 
market, and the consumers, in turn, may acquire property rights in 
any kind of specific productive capital, either individually or through 
the stock market. This is not the case in a collectivistic system; there 
productive capital cannot be the object of any sort of private control. 
Thus the opportunities of investment, the kinds of real assets into 
which saved income may be transformed, are severely restricted for 
the consumer under collectivism ; indeed, his fields of possible invest- 
ment are extremely poor in comparison with those of the collec- 
tivistic State, which maintains all the opportunities of investment that 
private entrepreneurs have in capitalistic societies (and even more). 


7. Third, we must take into account the investment-risk factors. 
Investment is essentially a risk-assuming activity. Now, the risks that 
investment implies in a capitalistic society are mainly of two sorts: 


a) technological risks, relating to the physical qualities that make 
an asset instrumental for a determined purpose; 

b) market risks, consisting in possible fluctuations of the market 
price for the corresponding kind of asset. 


In a collectivistic State, these two categories of risk keep their full 
weight for the consumer, but not for the producer. 

(1) From the point of view of the planning authority the market 
itself becomes less important as a standard of economic success or 
failure of investment. To a large extent, central planning and the 
market mechanism are rival principles of economic organization; 
the adoption of the former usually carries with it a wide use of extra- 
market valuation elements (so-called “‘social costs” and “social pro- 
ductivity’) for investment and other economic decisions. 

(2) But, besides this lesser importance of market risks for collec- 
tivistic investment, the actual magnitude of these risks is smaller for 
the collectivistic planning State. There are various reasons for this: 

(a) On account of the circumstances mentioned in § 6, the col- 
lectivistic State can disperse its investment risks over a much wider 
and far more varied range of investment outlets than the consumer. 

(b) Furthermore, there is an important difference in what is some- 
times called “market transparency”. By the mere fact of central 
planning, the collectivistic authority can take its investmentdecisions 
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in the light of a more complete and perfect knowledge of the relevant 
economic data than is attainable by individual consumers and capi- 
talistic entrepreneurs. The market becomes “transparent” for the 
planning authority, in a degree which is almost comparable to that 
assumed for the “perfect market” ofcurrent economic theory. This, of 
course, appreciably lessens market risks for collectivistic investment. 

(c) Finally, the collectivistic State may, thanks to its legal powers, 
act in a direct and authoritarian manner on those very variables 
whose behaviour creates the market risks of investment, i.e., on 
prices; while the consumers have to consider them, in making their 
plans, as mere factual data independent of their will. 


8. We shall mention, finally, the planning-technique factor. Eco- 
nomic planning may have either of these fundamental objects: 


(1) to allocate a given mass of resources so as to procure the highest 
welfare attainable with them; or 

(2) to promote the most rapid increase possible in the available 
quantity of economic resources and, consequently, the highest 
possible rate of economic growth. 


We may call them, respectively, the welfare type, and the growth 
type, of economic planning. 

Now, for the special utility elements connected with vigorous 
growth, which we mentioned in § 5, central planning generally tends 
to follow the growth type of planning. But growth planning, in turn, 
tends (by the very nature of its goals) to overemphasize the role of 
investment, in comparison with the importance which this has in 
a mere “welfare” framework. In this respect, growth planning may 
be said to be investment-biased. Thus, part of the difference in time 
preferences between the planning State and the consumers in a col- 
lectivistic society is merely a consequence of the different importance 
that investment has according to the planning technique; a conse- 
quence, namely, of the fact that central planning by the State is 
usually growth planning, and planning by the consumers is welfare 
planning. 

We are using the word “planning” here in its wider acceptation: 
that of making economic plans or, what amounts to the same, taking 
economic decisions. 
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g. The disequilibrium between time preferences is, therefore, a 
structural disequilibrium. It proceeds from elements essential to the 
collectivistic system. 

A consequence of this is that the general equilibrium equations 
for perfect competition are not extensible (in a dynamic sense) to col- 
lectivism. Whereas the competitive capitalistic system tends rationally 
to attain a position of general equilibrium or, at least, to remain in it 
(once it is reached) as long as the data are not changed, collectivism 
tends, by its very structure, to a state of fundamental disequilibrium. 


10. Now, the causes (§§ 5-8) leading to such fundamental dis- 
equilibrium are valid both for average and for marginal time pre- 
ferences. We shall speak, accordingly, of average and of marginal 
disequilibrium. It is important to distinguish between them, espe- 
cially as regards consumers’ partial insatisfaction emerging from 
time-preference disequilibrium. The two forms of disequilibrium 
have by no means the same bearing in this respect. 

In order to formulate the difference, let us define the margin of 
consumers’ insatisfaction as the (consumers’) ex-ante or planned con- 
sumption level minus the ex-post or realized consumption level for 
each income period. Hence, the existing average disequilibrium im- 
plies a positive margin of consumers’ insatisfaction; but, by itself, it 
tells nothing about the behaviour of the margin, which may be in- 
creasing, or decreasing, or remaining stationary as income grows. 
The existing marginal disequilibrium, on the other hand, means an 
increasing margin of consumers’ insatisfaction. This does not depend 
on any increase of the marginal disequilibrium: whether increasing, 
stationary or decreasing, it will cause the margin of insatisfaction 
to expand. It is sufficient, for such an effect, that the marginal dis- 
equilibrium merely exist, in the sense given to it here, i.e., that the 
marginal time preference of the planning authority be lower than 
that of the consuming population. Of course, the mere existence of 
marginal disequilibrium does not tell us whether the margin of in- 
satisfaction is positive, or negative, or null, at any given moment. 

Now, the fact that the forces described in §§ 5-8 generate both 
average and marginal time-preference disequilibria means that, in 
a centralized collectivistic society, the margin of consumers’ insatis- 
faction is bound to be both positive and increasing. 
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11. Let us pause here for a brief digression. It would be errone- 
ous to argue in this fashion: assuming a “‘normal’’ consumption func- 
tion, the average propensity to consume of the population will fall 
as income increases; hence, its average time preference will fall, and 
the ‘“‘average disequilibrium” ebb, with the expansion of income. 
This form of reasoning contains two significant defects. First, if the 
consumers’ consumption function has that normal property (de- 
clining average value), there is no ground for assuming that the 
relationship of consumption to income, as planned by the State, will 
not have it also. Second, in a growth context, we should take into 
account the probable shifts of these functions. 

It is likely, indeed, that the average time-preference disequi- 
librium will experience some variations as income grows; but, as far 
as they are predictable, these changes will widen, rather than reduce, 
that fundamental gap. 

(1) An effect of this nature will, unless compensated by advances 
in technological knowledge in the “capital-saving” direction, arise 
from the limited variability of the coefficients of production. The 
effect follows necessarily if: 


a) the physical production surface of the different industries are 
normal, in the sense of the law of diminishing physical marginal 
returns; i.e., that factors of production are not perfectly sub- 
stitutable for each other; 

b) and investment is performed in an orderly way from the point 
of view of substitution; i.e., the marginal rate of substitution of 
capital for the other factors is kept equal in all industries (at the 
level of the factor-price ratio). 


These are sufficient conditions. The first is the ordinary “‘normal’’ 
hypothesis about the production function. The second is only an 
aspect of our general hypothesis of rational behaviour. The combina- 
tion of the two determines that, at one point or another, the over-all 
marginal physical productivity of capital will become decreasing. 

Of course, hypothesis (b) on the systematic distribution of invest- 
ment is quite compatible with a disequilibrium in the volume of 
investment, which we have seen to be inherent in collectivism. To 
express it in the usual terminology of economic analysis, the latter 
is a scale disequilibrium, not a factor-combination disequilibrium. 
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Now, unless capital-saving innovations be developed in the re- 
quired magnitude (which is highly improbable), the aforesaid de- 
cline in the over-all marginal physical productivity of capital implies 
that, in order to maintain the rate of economic growth, an increasing 
part of real income must be devoted to investment. But, since this 
consideration acts only on the side of the production-planning 
authority, the “‘average disequilibrium”, as we call it, will in- 
crease. 

(2) The average time preference of the consuming population is 
likely to increase. 


(a) to a certain extent, this may be a consequence of monetary re- 
gulation. Under collectivism, rational production of money will 
result in a falling price level as economic growth takes place 
(cf. § 12 below). The real value of money holdings will improve 
steadily. By some sort of Pigouvian effect, a rise in the consump- 
tion function may ensue. 

(b) As income rises, the limited uses of saved income under collec- 
tivism will produce a consumers’ investment bottleneck, espe- 
cially once a certain level has been passed; and this will lead 
to some reduction of consumers’ (ex-ante) average propensity 
to invest. 


Both these influences operate only on the consumers’ side, and will, 
therefore, intensify the average disequilibrium of time preferences. 
It is worth noting, too, that as a rule the same factors will also cause 
some change of marginal preferences, aggravating the marginal dis- 
equilibrium. 


12. The said cash-balance effect is related to what may be called 
the Labour Standard’. Under collectivism, labour is the only source 
of private income. Therefore, whatever its material guise, the mean- 
ing of socialist money is fundamentally that of the “labour notes” 
of old collectivistic schemes; it represents a quantity of labour per- 
formed. It is therefore of the essence of the system that the relation- 


7. In a sense which is different from, though not irreconcilable with, J. R. 
Hicks’ “Economic Foundations of Wage Policy’’, Economic Journal, September 


1955; P- 389 et seq. 
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ship between labour units and money units be kept as stable as 
possible. 

It may be remembered that this has been judged the most rational 
norm of monetary policy even for capitalistic societies*. Its theo- 
retical merits over any alternative standard are certainly great. It 
requires minimum monetary adjustments as the productive capacity 
of labour varies in the course of time. It prevents the development 
of cumulative variations in the price level. It affords the widest social 
diffusion of the fruits of economic progress, giving a share in the 
advance of productivity even to those groups whose incomes are 
rigid in nominal monetary amount. 

Nevertheless, in a capitalistic framework, especially when it in- 
cludes substantial market imperfections and monopolistic elements, 
as happens in reality, a policy of maintaining the value of money 
constant in terms of labour and regulating the product price level 
inversely to labour productivity is bound to meet with powerful 
practical obstacles. Under collectivism, on the other hand, it is the 
most convenient on mere practical grounds also. As Professor 
J. Pedersen remarks: 


“Of course, the (totally centralized communist) State can fix the level of wages 
arbitrarily, raising and lowering it at its free will; but as it would be immaterial 
whether the level of wages be high or low, it seems natural that it should be kept 
approximately constant. Naturally, the State might prefer to keep the cost of 
living constant; in that case, the wage rate would obviously have to be modified 
according to production. But the other policy would be more feasible’’®. 


Besides, the relative advantage of inflation as a taxation procedure 
for the State is entirely cancelled, under coilectivism, by the technical 
superiority of the sales or turnover tax on the socialized enterprises. 
This is virtually as handy from the fiscal view-point, and its effects 
on the price system can be more easily foreseen and regulated; it is 
far less disturbing, both to the economy and socially. 


13. Let us return now to the main course of the argument. The 
existence of what we called average and marginal time-preference 


8. Especially by the Swedish school. 

g. Teorta y Politica del Dinero (translated by A. Koefoed), Madrid 1946, 
p. 350. (Translation of the quotation into English by the author of the present 
article.) 








242 JULIO H. G. OLIVERA 


disequilibrium, occasioned by the structural traits described in 
§§ 5-8, implies that the margin of consumers’ insatisfaction is both 
positive and increasing (§ 10). In terms of value, this means that the 
aggregate output of consumption goods valued at supply prices will 
be increasingly lower than the monetary value of total consumption 
expenditure, as income expands; and, conversely, that the aggregate 
amount of capital formation valued at supply prices will be increas- 
ingly higher than the monetary value of total saved income. The 
absolute amount of that difference—which, in a closed system, must 
be the same for both productive sectors—expresses in value units the 
increasing margin of consumer insatisfaction. 

Now, this “‘macroeconomic”’ disequilibrium implies general and 
increasing ‘“‘microeconomic”’ maladjustments in the value relations. 
It involves, especially, a general and continually widening dissocia- 
tion between prices and production costs, prices being progressively 
higher than corresponding average costs in the consumption-goods 
industries, and progressively lower in the capital-goods industries. 
The corollary of this, for factors of production, is obvious. 

It means, undoubtedly, that factor prices diverge from their re- 
spective value-marginal productivity in their different employ- 
ments, and that the divergence increases as total output grows; the 
factors being, in this sense, over-remunerated in capital-goods pro- 
duction, and under-remunerated in the manufacture of consumers’ 
goods. Thus, the “imputation” (Zurechnung) process becomes in- 
creasingly distorted. 

Another relevant aspect of the price-cost disequilibrium, affecting 
also the distribution of income, is the lag of real wages—in their 
usual sense: the ratio of nominal wage rates to the cost of living— 
relative to the average physical productivity of labour. For, as the 
prices of consumers’ goods become increasingly higher than their 
average production costs, the index of real wage rates must fall 
further and further behind that of the productivity of labour. 

Adopting an expression in widespread use, we might say that this 
means increasing “exploitation” of the labour force. The word oc- 
curs in Marxian terminology; but any coefficient of investment 
greater than zero implies a positive “exploitation” rate according 
to Marx’s definitions. In the present context, however, the lag of real 
wages derives from the excess of prices over costs in the consumer- 
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goods industries; and this, in turn, from a coefficient of investment 
higher than the consumers’ savings ratio. The exploitation of labour, 
in this sense, is nothing but the reverse of consumers’ insatisfaction 
as we defined it above. ‘Exploitation’, however, automatically 
evokes ideological overtones in these days, and we had better dis- 
pense with the word. Let us retain for our argument the plain ob- 
jective fact. 


3. The Dialectics of Planning 


14. The foregoing argument, inasmuch as it constitutes the logical 
premise of the considerations that are to follow, may be recapitulated 
in three points: (1) from the essential characteristics of centralized 
collectivism there arises a time-preference disequilibrium, in that the 
central planning authority has both an average and a marginal time 
preference lower than that of the consuming population; (2) the 
average time-preference disequilibrium implies a positive, and the 
marginal time-preference disequilibrium an increasing, margin of 
consumers’ insatisfaction; (3) this involves general and increasing 
value disequilibria, and a growing lag of real wages behind the 
productivity of labour. Now, the increasing tendency of this set of 
disequilibria as income grows steadily—an increase that, as previ- 
ously noted, is a necessary effect of the mere existence of the marginal 
disequilibrium—is a phenomenon which concerns us especially at 
the present juncture. For it is likely to breed progressive difficulties 
and hindrances to the continuance of the process in the same form, 
viz. to the unilateral realization of the State time preferences. Such 
obstacles are manifold and varied in character. 


15. At a certain stage of the process, an element of friction will 
ensue from the planning activity itself; that is, from its objective 
requisites as a technique of decision and control. The nature of eco- 
nomic calculus posits some demands on the price system. Let us 
consider this relationship. 

In any economic order based on the division of labour and the 
use of a general standard of value, the process of economic calculation 
is essentially linked to the system of prices, finding expression in such 
concepts as monetary gain, monetary income and expenditure, and 
the like, which depend on prices, and in prices themselves. This has 
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always been recognized not only by “orthodox” economics’ but 
even by Soviet official doctrine: 

**Economic calculation is the method of planned management of the socialist 
enterprises; a method imposed by the law of value, and requiring that both in- 
vestment and the results of economic activity be measured in money, that enter- 


prises cover their expenses with their own income, that means be economised, 
and that the profitableness of production be preserved’’"'. 


Now, it is clear that prices can be instrumental in economic calcu- 
lation only as far as they convey some quotum of meaning from the 
view-point of economic value, and can thus serve as value indicators. 
This implies a certain correspondence between prices and production 
costs. True, it does not imply an absolute or perfect correspondence, 
such as equality between prices and average production costs in the 
long-run competitive equilibrium. It would be mere doctrinairism 
to think that. But it certainly implies some over-all approximate 
correspondence; and, however loosely we interpret this, it follows 
that a general and steadily increasing dissociation between prices and 
production costs will progressively impair, and finally annul, eco- 
nomic calculation in an exchange economy. 

Hence, as the value distortions become more pronounced, it will 
be increasingly difficult to make meaningful allocation choices 
among various activities, and even more so to decide rationally, on 
economic grounds, among different alternatives for the time alloca- 
tion of resources. The planning organs will no longer have any ob- 
jective standard by which to gauge economic efficacy. 

In order to restore the quantitative basis of economic planning, 
there will have to be an approximation to the scale of priorities fixed 
by demand. For a while the market and consumers’ tastes will have 
to receive more attention. Evaluation uncertainty, moreover, is likely 
to shorten ex se the time-horizon of planning. 


16. Centralized planning thus develops a kind of immanent dia- 
lectical sequence; for, besides being one of the sources of the time- 
preference disequilibria, it also, at a later stage, makes their reduc- 


10. We are alluding especially to works and authors such as those quoted 
in note 1. 

11. Academy of Sciences of the ussr, Manual de Economia Politica (translated 
from Russian by W. Roces), México 1947, p. 482. 
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tion necessary. But there are other factors which may eventually 
converge to produce this result. Some may emanate from the “‘social 
framework’’, others from the technological conditions of production. 
Let us now describe these “‘by-forces” of adjustment. 

Both the increasing degree of consumers’ insatisfaction and its 
logical counterpart, the increasing lag of real wages behind pro- 
ductivity, are bound to develop, sooner or later, into sources of social 
dissatisfaction. The vehemence of this, as well as its relative earliness, 
depends on the magnitude of the time disequilibria. 

Now, it is clear that such a form of social discontent will probably 
have economic repercussions, of a circular character; for a general 
belief that the current level of real wages and consumption is in- 
sufficient will, as a rule, tend to cause some increase in the popula- 
tion’s propensity to consume. In this way, it will enlarge the under- 
lying disequilibrium from which it springs. 

More important, however, for our argument, is the fact that this 
generalized social disapproval will subject the planning authority to 
increasing pressure, urging a change in its allocation criteria; and 
that such pressure, if disregarded, will finally become an element 
in the internal competition for social control. 

In this connection it would be well to remember the particularly 
sensitive links between the economic and the political sides of 
the collectivistic society, especially under centralized collectivism, 
where, according to an informed witness, “politics and economic life 
are inseparable in practice: they exist together and act together’’?”. 


17. Moreover, the lower the marginal time preference of the plan- 
ning board, the more it will depend for its realization on an intensive 
growth of capital; i.e., on the substitution of capital for labour; and 
the sooner, therefore, it will become hindered by technological bar- 
riers to substitution. This factor, however, will have widely varying 
strength according to a number of circumstances, such as the initial 
degree of capitalization, the stage of economic development, etc. 

But there is a sense in which the technological conditions of pro- 
duction will determine a decrease in the time-preference gap, long 
before the point of complementarity between factors is generally 
reached. 

12. J. V. Sratn, in: Academy of Sciences of the ussr, op. cit., p. 422. 
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We are accustomed to view the satisfaction of needs as positively 
dependent on the available quantity of productive services; this is 
indeed, for given technological conditions, a primary postulate in 
the current theory of economic growth. Nevertheless, the available 
quantity of productive services is also positively dependent, to some 
extent, on the degree of satisfaction of consumers’ needs. This inverse 
relationship played an essential part in the classical theory of growth, 
especially through its concept of “productive consumption”’ and its 
analysis of the supply of labour. 

Now, when that inverse relationship is brought into the picture, 
it becomes obvious that investment has an economic “‘cost’’ not only 
in terms of current welfare but also in terms of growth, and that the 
latter cost component equals the amount of growth that would be 
attained by allocating more resources to productive consumption 
rather than to investment. Given the declining marginal productivity 
of capital (in the sense of § 11) it follows that an incentive to re- 
allocate resources in favour of consumption will emerge, for the plan- 
ning authority, long before the point of complementarity between 
factors. The net or differential contribution of investment to growth 
will disappear at the margin although its gross contribution or mar- 
ginal productivity may still be well above zero. 


18. The force of any of the obstacles encountered, or perhaps the 
coincident action of them all, will finally induce the planning au- 
thority, at one time or another, to modify the time priorities of 
production. 

Now, both in order to reduce the margin of consumers’ insatis- 
faction and to move the prices of products towards their respective 
average production costs, it will be necessary to invert the marginal 
time disequilibrium, so that the marginal time preference of the 
planning authority will tend to be higher than that of the consumers. 
As for the average time preference, it will suffice if it approaches 
to some extent that of the consuming public. The same is true 
when the readjustment derives mainly from the third “obstacle” 
(§ 17). 

The special features of this phase are: (a) the rate of increase of 
consumers’ goods output rises relatively to that of the capital goods 
output; (b) the level of prices of consumers’ goods falls relatively to 
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that of capital goods; (c) the price system improves, from the view- 
point of its relative adjustment to the “law of value”. 

This set of phenomena is, of course, the necessary consequence of 
the aforementioned underlying changes: the inversion of the mar- 
ginal disequilibrium, and the reduction of the average disequilib- 
rium. It may be remarked that this latter can be merely a result of 
the marginal change, i.e., of the altered distribution pattern of net 
expansion; but the planning authority may go even further in real- 
locating resources. In this second case frictional unemployment may 
increase considerably. 


1g. It is now easy to infer the successive course of events. The shift 
to consumption will go on for some time, up to the point at which 
the fundamental tensions that induced it (§§ 14-16) finally give way. 
It is not probable that the position of equilibrium of average time 
preferences will be reached as a result of that adjustment; even less 
that it will be overshot, as happens in the typical capitalistic depres- 
sion. The disequilibrium will be narrowed, in a degree just sufficient 
to remove or substantially mitigate the various factors that made the 
downswing necessary ; and, as this gap decreases, these factors, which 
are born of a wide and increasing margin of consumers’ insatisfac- 
tion, will probably fade away somewhat before it is reduced to zero. 

But as soon as the obstacles that imposed the downturn dwindle, 
the permanent forces described in §§ 5-9 will regain control of the 
process. A new shift to investment will follow, the marginal dis- 
equilibrium will be positive again (in the sense defined), and the 
average disequilibrium will become greater. Therefore, (a) the rate 
of increase of the consumer goods output will fall relatively to that 
of the capital-goods output; (b) the level of prices of consumers’ 
goods will rise relatively to that of capital goods; (c) the price system 
will deteriorate from the point of view of the law of value. 

This is the collectivistic “boom” or expansion phase. It will go 
on developing until the increasing tensions (§§ 14-16) to which it 
has given rise become critical and force a readjustment. 


20. The core of the preceding argument can be stated thus: since 
the degree to which the economic process may depart from con- 
sumers’ preferences is not unlimited, any system that tends to cause 
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a widening gap between the structure of production and consumers’ 
preferences is bound to show a cyclical growth. It should be noticed, 
however, that collectivism may also develop cycles of another origin. 
We must distinguish between the essential cycle, derived from the 
essential features of collectivism, and (so to speak) adventitious 
cycles. There are forces, in fact, that, although having no necessary 
connection with the peculiar economic structure of collectivism, can 
operate within it, producing economic fluctuations. Cumulative eco- 
nomic errors, failures in planning and “exogenous”? changes are 
obvious examples in point. There is also the possibility that ad- 
ventitious circumstances may in some degree affect the amplitude 
and character of the essential cycle. For instance, a drive towards 
industrialization or reconstruction after a war may bring the struc- 
tural disequilibrium of time preferences to a maximum. Further- 
more, it would be interesting to examine whether the social re- 
sistance to innovations, which according to the Schumpeterian idea 
induces their tendency to come in discontinuous waves, exists in any 
effective measure under collectivism. 


21. There is, however, a widespread opinion to the effect that 
cyclical growth is inherent in capitalism. This is, indeed, the general 
view, and especially the Marxian view of the cycle. 

Mr. Dobb goes so far as to recognize the possibility of fluctuations 
under decentralized collectivism. The capitalistic entrepreneur takes 
his investment decisions on the basis of expectations regarding the 
future course of events, and, in Dobb’s opinion, it is because these 
expectations are mainly mere guesses that errors occur, and subse- 
quent jerks in development and fluctuations. Now, if the collectivistic 
society entrusts the individual managers of the firms with the care 
of making investment decisions, instead of placing this function in 
the hands of a central agency, then, Mr. Dobb argues, the invest- 
ment plans will perforce be dependent upon the same kind of guesses 
as in competitive capitalism, and will result in analogous errors, 
jerks, and fluctuations of output’*. 

Mr. McCord Wright, in his turn, holds the view that there may 
be fluctuations under collectivism if it fails to make a fundamental 
departure from the capitalistic mode of planning. He believes, how- 


13. M. Doss, op. cit., pp. 53/54- 
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ever, that the crucial point in this respect is the capitalistic sub- 
ordination of investment te consumers’ demand; i.e. the principle 
of consumers’ sovereignty, as it is sometimes called. Capitalism is 
unstable, in his opinion, because it rushes forward to satisfy the 
changing pattern of consumers’ demand. This is the source of general 
economic fluctuations, and any other economic system in which in- 
vestment planning was based on the wish to give the consumer what 
he wanted when he wanted it would likewise be subject to cyclical 
disturbances’. 

Although the causal theory of the two theses differs, their field 
of application is the same: in fact, since centralized collectivism and 
consumers’ sovereignty are essentially incompatible (cf. §§ 4-10), 
Wright’s fluctuations can only occur in a decentralized system. 

In contrast to these opinions, it is the thesis of the present paper 
that cyclical growth is also connatural with centralized collectivism. 
Similar views have been advanced by such authorities as G. Haberler, 
H.Guitton and L. Baudin, who point out the existence, under col- 
lectivism, of what we have called “‘adventitious” factors; that is, of 
cyclical components that are not specifically related to any economic 
system in particular'®. We have shown, in addition, that the struc- 
ture of centralized collectivism involves specific cyclical com- 
ponents. 

Of course, such a thesis does not imply the rejection of the view 
that decentralized collectivism is subject to cyclical instability 
(though from other causes). Rather, it implies a need to reconsider 
the view that the cycle is the form of growth peculiar to the capital- 
istic arrangement of production. It certainly regards such a view as 
mistaken. 


14. D. McCorp Wricut, The Economics of Disturbance, New York 1947, 
pp. 86/87. 

15. G. HaBERLER, Business Cycles in a Planned Economy, Paper prepared for 
the Conference on Business Cycles of the National Bureau of Economic Research, 
November 1949, as quoted in Henri Guitton, Les fluctuations économiques, Paris 
1951, p. 608 n. 1. Gurtton thinks that “‘il est donc faux de dire qu’un change- 
ment de structure puisse faire disparaitre la conjoncture’’, op. cit., p. 617. More- 
over, in his book, “‘L’aube d’un nouveau libéralisme”’, Paris 1953, Prof. Baudin 
suggests that “‘toute suppression apparente autoritaire des déséquilibres, sans 
disparition de leurs causes profondes, aboutit 4 diluer le mal 4 travers tout l’or- 
ganisme”’. 
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As to the “‘business cycle”, in particular, it is rather a matter of 
definition and theoretical emphasis. If the essence of the business 
cycle is conceived, according, for example, to the Austrian tradition, 
as lying in the change in relative proportions of output and employ- 
ment corresponding to consumption and investment, rather than in 
the absolute levels of production and employment, then the business 
cycle is as much a collectivistic as a capitalistic phenomenon. Con- 
trariwise, if the fluctuations in the aggregate levels of income and 
employment are regarded, not as the product of a mere secondary 
wave superimposed on the fundamental cycle, but as the essential 
feature of the business cycle itself, then we may go on saying that 
the “business cycle” is a peculiarity of capitalism; but we shall have 
to recognize that the “business cycle’ is not the only (and perhaps 
not even the most interesting) form of cyclical economic growth. 


4. Some Empirical References 


22. Though this paper is about methods and concepts, not about 
history, a word on empirical developments might perhaps be not 
entirely out of place, on account of the particular nature of the 
subject. Let us here record in broad outline a few related facts. 

Existing evidence shows that economic growth within the con- 
temporary collectivistic countries has been cyclical, in the sense of 
this paper. The Soviet Union itself offers a clear example of this. Its 
economy has passed through wide changes in the time structure of 
income?* with a marginal coefficient of investment varying between 
0.25 and above unity in alternate Plan periods'’. In correspondence 
with such fluctuations there have also been vast changes in the al- 
location of investment!*, Moreover, these variations have been ac- 
companied by extensive changes in other magnitudes and func- 
tional relationships!®. The general reforms of the price system in 

16. A. Bercson and H. HEyMaAnn, Soviet National Income and Product 1940-1949. 
New York 1954. 

17. United Nations (EcE), Economic Survey of Europe in 1955, Geneva 1956, 
Ch. vu, 1. 

18. A. Bercson (ed.), Soviet Economic Growth: Conditions and Perspectives, 
Evanston, Illinois, and White Plains, N.Y., 1953, Ch. 2, by N. M. Kapitan. 

19. We made a detailed survey of them in our previous work, Macrodindmica 
de la Economia Colectivista, Buenos Aires 1955. 
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1936 and 1949”, which included the elimination of rationing and 
subsidies and an over-all enforcement of the “economic calculation” 
principle, were contemporaneous with the preparation of Five-Year 
Plans with relatively high time preferences. An analogous correlation 
is to be observed in the major shifts in relative prices of capital and 
consumer goods*!, the aggregate rate of growth®, the comparative 
rate of expansion of producer and consumer-goods industries’, etc. 

Peripheral collectivistic countries show fluctuations of the same 
kind**, They appear to be more unstable than the Soviet Union, in 
both the amplitude and frequency of the cycles. During the phases 
of higher time preference in those countries there has often been not 
only a slackening of the investment-income ratio, as in the ussr, but 
even an absolute reduction of the volume of investment. This was 
quite typical of the mid-1953 “turning-point” in Eastern Europe*® 
and still more typical of the 1957 “‘contraction’’?*. During 1957 un- 
employment problems existed in some of these countries?’. As to 
Communist China, fluctuations in the rate of capital formation and 
in the aggregate rate of growth have been notably wide?®. 

What we have called “‘essential’’ factors (intermittent importance 
assigned to consumers’ demand, economic calculation, welfare, etc., as 
distinct from hasty development) and “‘adventitious” circumstances 
appear to have combined in generating the fluctuations in growth. 


20. On the successive changes in the Soviet price system see, especially, 
N. Jasny, The Soviet Price System, Stanford 1951. 

21. For prices of consumer goods: H. Schwartz, Russia’s Soviet Economy, 
New York 1951, p. 378; for those of capital goods: N. JAsNy, op. cit., p. 37. 

22. See the estimates of the Soviet rate of growth in various periods by Western 
authors and Soviet official sources in: M. C. Kaser, “‘Estimating the Soviet 
National Income’’, Economic Journal, March 1957. 
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We must admit, however, that the historical experience of modern 
centralized collectivism is as yet too brief—and the relevant informa- 
tion on it too limited—for any inductive support to be derived from 
it for the cyclical-growth hypothesis. We have to rely on purely 
a priort reasoning to a degree which has no parallel in the economics 
of capitalism. All we can safely say is that the theory is compatible 
with observed phenomena. 

Furthermore, there are particular points which invite extensive 
factual research and interpretation. There is, for example, a striking 
coincidence of timing between collectivistic and capitalist cycles. 
Homologous turning-points have been roughly contemporary in the 
two worlds, as may be appreciated in part from the quoted “‘peak”’ 
years?®, Of course, one should not exaggerate the value and interest 
of this; it might possibly turn out to be no more than spurious cor- 
relation. But it might be otherwise. 


University of Buenos Aires Jutio H. G. OLIvERA 
(Argentina ) 


SUMMARY 


This essay deals with the economics of centralized collectivism, from the point of 
view of patterns of growth. In particular, it examines some cyclical and trend 
components inherent in the essential principles of that type of economic organiza- 
tion. 

A most important consequence of that system is, from the standpoint of 
growth, the difference that it necessarily generates between the time-preference 
schedules of the planning authority and the consumers. This discrepancy derives 
from four sets of influences: (1) agio factors; (2) investment-opportunity factors; 
(3) investment-risk factors; (4) planning-technique factors. 

The time-preference disequilibrium operates at the level of both average and 
marginal time preferences. As time elapses it results in numerous and growing 
maladjustments in the allocation of resources among particular industries, the 
wage-productivity relationships and the structure of prices. This makes both 





2g. In particular, there is a close correspondence with turning-points in the 
United States. Let us remember that M. Conporpe detected an analogous sym- 
metry between developments in Western Countries and in the Soviet Union 
relating to monetary measures: The Soviet Financial System, Columbus, Ohio, 


1951, p. 71. 
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economic planning and control of economic efficiency increasingly difficult; 
indeed, it finally renders them impracticable. The only possible way to restore 
a certain (minimum) degree of order in the value relationships implies some 
reallocation of factors in the direction of demand. Thus, at some stage cf the 
process, the planning board is induced by the technique of economic decision- 
making and control of performance to adjust the time structure of production to 
some extent. Time preferences higher than before come to prevail. This has to 
continue until the basis of economic calculation is sufficiently reorganized, and 
the tensions diminished that provoked the adjustment. Then a phase of ‘‘expan- 
sion’”’ will set in, initiating the described sequence all over again. 

The structure of centralized collectivism thus involves a propensity to cyclical 
economic growth. Fluctuations may also derive from other causes which, though 
not inherent in the collectivistic principle of organization, tend to exist under 
collectivism. Essential and adventitious cyclical components may thus be distin- 
guished. The actual experience of collectivistic countries is consistent with the 
cyclical-growth hypothesis. Collectivistic fluctuations appear to have been in- 
duced by a combination of “‘essential’’ and ‘“‘adventitious”’ factors. 


ZUSAMMENFASSUNG 


Xyklisches Wirtschaftswachstum unter dem Kollektivismus. Der vorliegende Essay 
behandelt die Okonomik des zentralisierten Kollektivismus unter dem Gesichts- 
punkt des wirtschaftlichen Wachstums. Dabei werden besonders einige zyklische 
und Trendkomponenten untersucht, die den Grundprinzipien dieses wirtschaft- 
lichen Organisationstypus innewohnen. 

Eine unter dem Gesichtspunkt des Wachstums sehr wichtige Folge dieses 
Systems besteht darin, dass es notwendigerweise einen Unterschied erzeugt 
zwischen den Zeitpraferenzen der Planungsbehérde und der Konsumenten. 
Diese Diskrepanz ist das Resultat von vier verschiedenen Einfliissen: 1. Agio- 
Faktoren, 2. Investitionsgelegenheiten, 3. Investitionsrisiken, 4. Planungstechnik. 

Das Ungleichgewicht der Zeitpraferenzen besteht sowohl in bezug auf die 
durchschnittliche wie die marginale Zeitpraferenz. Mit fortschreitendem Zeit- 
ablauf ergeben sich daraus zahlreiche und wachsende Unausgeglichenheiten in 
der Verteilung der Produktionsfaktoren auf die verschiedenen Industriezweige, in 
den Beziehungen zwischen Lohn und Produktivitat und in der Preisstruktur. 
Dadurch werden Wirtschaftsplanung und Kontrolle der wirtschaftlichen Effizienz 
erschwert und schliesslich undurchfiihrbar. Der einzig mégliche Weg, einen 
gewissen (minimalen) Grad von Ordnung in den Wertbeziehungen wieder- 
herzustellen, geht iiber eine Neuverteilung der Produktionsfaktoren auf Grund der 
Nachfrage. An einem bestimmten Punkt des Prozesses ist deshalb die Planungs- 
behérde infolge der Notwendigkeit, wirtschaftliche Entscheidungen zu treffen 
und die Ergebnisse zu kontrollieren, gezwungen, eine gewisse Anpassung der 
Produktionsstruktur zugunsten der Konsumgiiterproduktion vorzunehmen. 
Diese Anpassungsmassnahmen miissen so lange fortgesetzt werden, bis die Basis 
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der wirtschaftlichen Kalkulation wieder einigermassen hergestellt ist und die 
Spannungen, welche den Anpassungsprozess auslésten, sich verringert haben. 
Danach wird eine neue Expansionsphase einsetzen und der dargelegte Prozess 
wieder von vorne anfangen. 

Aus der Struktur des zentralisierten Kollektivismus ergibt sich somit die 
Tendenz zu einem zyklischen Wachstum der Wirtschaft. Doch kénnen wirtschaft- 
liche Schwankungen auch andere Ursachen haben, die nicht Folge des kollekti- 
vistischen Organisationsprinzips sind. Es sind deshalb «essentielle» und «zu- 
fallige» zyklische Komponenten zu unterscheiden. Die tatsachliche Erfahrung in 
den kollektivistischen Landern stimmt mit der Hypothese des zyklischen Wachs- 
tums iiberein. Es scheint, dass die Wirtschaftsfluktuationen in diesen Landern 
durch eine Kombination von «essentiellen» und «zufalligen» Faktoren ver- 
ursacht worden sind. 


RESUME 


Croissance économique cyclique en régime collectiviste. Le présent essai a pour objet 
l’économie du collectivisme centralisé du point de vue de la croissance économique. 
L’auteur examine en particulier quelques composantes cycliques et quelques 
composantes du «trend» (tendance fondamentale) qui sont inhérentes aux prin- 
cipes essentiels de ce type d’organisation économique. 

Une conséquence trés importante de ce systéme est, du point de vue de la 
croissance, la différence qu’il engendre nécessairement entre les préférences 
temporelles des responsables du plan et celles des consommateurs. Cette divergence 
est le résultat de quatre groupes d’influence: 1) les facteurs agio; 2) les occasions 
d’investissements; 3) les risques d’investissements; 4) la technique de la planifica- 
tion. 

Le déséquilibre des préférences temporelles concerne aussi bien les préférences 
moyennes que les marginales. Au fur et 4 mesure que le temps s’écoule, il en résulte 
de nombreuses et croissantes maladaptations dans la répartition des facteurs de 
production parmi les différentes branches d’industrie, dans les relations entre les 
salaires et la productivité et dans la structure des prix. De ce fait, la planification 
économique ainsi que le contréle de l’efficience économique sont rendus plus 
difficiles, voire méme irréalisables en fin de compte. La seule voie possible pour 
rétablir un certain degré (minimum) d’ordre dans les relations de valeur demande 
que l’on procéde 4 une nouvelle répartition des facteurs de la production sur la 
base de la demande. Ainsi, 4 un certain moment du processus, l’autorité de plani- 
fication est contrainte, par suite de la nécessité de prendre des décisions écono- 
miques et de contrdler les résultats, de procéder dans une certaine mesure 4 une 
adaptation de la structure de la production en faveur de la production de biens de 
consommation. Ces mesures d’adaptation doivent étre maintenues jusqu’a ce que 
la base du calcul économique soit suffisamment réorganisée et que les tensions 
ayant provoqué le processus d’ajustement aient diminué. Ensuite, une phase 
d’expansion se fera jour et le processus exposé recommencera dés le début. 
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La structure du collectivisme centralisé implique ainsi une tendance 4 une 
croissance économique cyclique. Cependant, les fluctuations peuvent aussi avoir 
d’autres causes qui, tout en n’étant pas la conséquence du principe d’organisation 
collectiviste, tendent a exister en régime collectiviste. Il y a donc lieu de distinguer 
entre les composantes cycliques «essentielles» et «accidentelles». L’expérience 
dans les pays collectivistes concorde avec l’hypothése de la croissance cyclique. Les 
fluctuations en régime collectiviste paraissent avoir été causées par une combinai- 
son de facteurs «essentiels» et «accidentels». 





SOME OBSERVATIONS 
ON PROFESSOR OLIVERA’S ARTICLE’ 


It is a pleasant task to welcome the appearance of a serious article on 
collectivist economics from the pen of an economist from South 
America, the more so as far too many members of the profession in 
western countries fail to examine seriously the theoretical and 
practical implications of the Soviet model. Professor Olivera quite 
rightly urges that a study of collectivism is necessary not only for 
understanding the Soviet type of economy, which, for good or ill, 
operates in a large part of the globe, but also for understanding some 
of the problems of our own “capitalist” world. He is also perfectly 
justified in noting that the attempts made by a few scholars to 
construct collectivist models are often based on unrealistic assump- 
tions, and that in particular they fail to distinguish between what 
Professor Olivera calls “centralised” and “decentralised” col- 
lectivism. In fact, it is possible to identify the essential element 
missing from such models: they neglect growth. The concentration 
of attention on maximising growth, in the Soviet world as it is, not 
only renders the static optimum-resource-allocation models irrele- 
vant, but also explains why Soviet-style economies have been so 
highly centralised; the concentration of resources on growth- 
inducing sectors is hardly possible unless the central planners can 
prevent diversion of scarce factors of production to meet urgent but 
non-priority needs. 

But in my opinion Professor Olivera’s detailed analysis is open to 
some misinterpretation, although it contains an important social- 
political truth. It has been the case that growth-pursuing central 
planners are apt to neglect the requirements of the citizens, and that 
the material progress of the economy eventually sets up social 
strains which compel the planners to divert more resources to satisfy 
the pent-up demands of the people. Totalitarian control is never 
complete, and is by no means kept at a constant level. If—as in 
Poland and Hungary in 1956, and in the Soviet Union since Stalin’s 
death—the terror apparatus is weakened or dismantled, popular 

1. “‘Cyclical Economic Growth under Collectivism’’, pp. 229-252 above. 
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grievances can compel or persuade the planners to revise their 
investment programmes. Excessive concentration on metallurgy and 
heavy machinery is then modified, more is spent on re-equipping 
consumers’ goods industries, on agriculture and housing. It is also 
arguable (Professor Oskar Lange has argued it*) that the develop- 
ment of collectivist economy into the post-industrialization stage 
requires much more reliance on incentives and on economic as 
distinct from administrative mechanisms. In this stage, therefore, 
it is necessary to encourage citizen participation, which calls for 
more attention to their needs. But neither of these explanations is of a 
cyclical character, and neither depends on the analytical structure 
erected by Professor Olivera, which seems to me an interesting and 
worth-while construction, but only very partially valid. 

There is, first, the concept of the difference between the time prefer- 
ence of citizens and of planners. The difference is undeniable and 
important. The people would prefer more immediate benefits, the 
planners tend to look much more to the future. This is an argument 
for the proposition that a collectivist economy aiming at investment 
for rapid growth cannot have a democratic form of government, 
because the people would probably vote for those who promise them 
“jam today”, and so bring growth to a halt. The reasons for this 
tendency ought to be made clearer: the point is that the citizenry, as 
distinct from the individual ‘capitalist’ investor, cannot identify the 
return to them (or rather to each individual) resulting from long- 
term investment by the state. We should be realistic about the 
concept of time-preference. In the west too, the majority of citizens 
desire more current consumption. For example, they would certainly 
wish that prices be lower, so that their real incomes would rise, re- 
gardless of the fact that this would cut down profits, and thereby 
reduce the given firm’s investments in its own expansion. The 
difference between this situation and that prevailing in the ussr is 
essentially traceable to the fact that collective ownership of the 
means of production places decisions about investment in the field 
of public policy, while in the west these decisions belong mainly to 
the private sector. I am far from underestimating the importance of 
the difference, but the above point serves to show that the words 


2. ‘The Political Economy of Socialism’’, lectures delivered in Belgrade in 
1957, reprinted in Science and Society, Winter 1959. 
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“time-preference” should be used sparingly in a moral-political 
sense. Many things are desired by many citizens, in east and west, 
which, for different reasons, cannot be translated into effective 
demand. 

I am aware that Professor Olivera seeks to base his argument on 
an economic principle, on an alleged tendency towards increasing 
disequilibrium between time-preference of planners and of citizens. 
He considers that prices will be “progressively higher than cor- 
responding average costs in the consumption-goods industries” 
(p. 242), as a consequence of the priority given to the output of 
investment goods; in other words, turnover tax rates on consumers’ 
goods will rise, in order to finance the more rapid increase in in- 
vestment and of producers’ goods output. But I believe that his 
argument is mistaken, because he overlooks the unequal impact of 
cost reductions in the different sectors of the economy. Let us take 
the following illustration. Suppose there are two commodities A and 
B, representing respectively capital goods and consumers’ goods. 
Suppose that the planners wish to make investment rise faster than 
consumption, and therefore output of A rises faster than B. This also 
means that investment in A rises faster than investment in B, and 
that (other things being equal) the efficiency of production of A 
increases faster too. Then, with unchanged prices, costs of production 
of A will fall the faster, as indeed they have done in the ussr in the 
last ten years. In such a situation, it is unnecessary to finance in- 
creased investments by increased tax burdens on B (or on the 
population). With constant prices, one can envisage a sizeable part 
of the extra accumulation being financed out of additional profits 
(i.e. the difference between the unchanged selling price and costs) 
made by enterprises producing A. Alternatively, if the state chooses 
to alter prices in line with changing costs, we might well find that, 
paradoxically, the output of A increases faster than output of B in 
constant prices, without the shares of A and B in the total changing 
in current prices. This has indeed happened in the ussr: the share 
of accumulation in the national income in current prices has not 
increased since the thirties, although investment has certainly risen 
faster in volume than either the national income or consumption. 

It is true that in certain periods of Soviet (and Polish, and 
Hungarian) history, the increase in investments was so large in 
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relation to output of consumers’ goods that the burdens on the 
citizen did in fact increase. However, Professor Olivera was not 
basing his argument on this, but on a general law applicable to any 
centralised collectivism in which planners aim at high growth-rates. 

Analysis of the actual relationship of the output of producers’ 
goods and consumers’ goods in the ussr is much confused by the 
“gross” nature of the available statistics. In Soviet data, the total 
value of output of all enterprises is simply added together, including 
all manner of double-counting. With such statistics as these, the 
increase in the relative importance of intermediate products, which 
inevitably occurs with industrialization, leads to a misleading 
“inflation” of the weight of producers’ goods in the total, as well as 
in the relative rates of increase. This “‘inflation’”’ is further contributed 
to by the tendency to exaggerate the rate of growth of the engineering 
industries, because of the impact on the aggregate output statistics 
of the appearance of a large number of highly-priced new products. 
Thus the disproportion between the rates of growth of producers’ 
goods and consumers’ goods in the ussr was smaller than it looks 
from the official statistics. One should also bear in mind that many 
of the hardships suffered by citizens were due to failures in agri- 
cultural policies, which cannot be regarded as an inevitable ac- 
companiment of any and every species of collectivism. 

Then, why should there be something peculiarly collectivist 
about a “growing lag in real wages behind the productivity of 
labour”? Why should the phenomenon be different in kind from 
what may be observed in many, if not all, developing countries? 
It is a truism that wages are paid to those who work in the steel 
industry, that the wages in question buy not steel but consumers’ 
goods, that real wages are limited by the increase in consumable 
goods and services, and that real wages tend to rise less fast than 
productivity when there is expansion in output of producers’ 
goods, or indeed expansion (net investment) of any kind, other 
things being equal. This can surely be shown to apply to the United 
States, as well as to the Soviet Union. No explosive or cyclical 
effects are engendered thereby, provided that there is an increase in 
living standards. The citizen who finds he is better off by 10% over 
a certain period is surely unlikely to be worried by the discovery that 
investment, or steel output, has risen by 13% in the same period. 


7 
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The very real social and political difficulties of—for instance—Poland 
in 1956 were due to the fact that living standards were not rising but 
falling, that investment was altogether excessive. Dissatisfaction, 
let alone “increasing dissatisfaction’’, is a mental state. I cannot see 
why anyone’s dissatisfaction should necessarily increase merely 
because consumers’ goods output increases more slowly than that 
of capital goods. Of course, this process of favouring producers 
goods has an ultimate limit, but that is another story. 

Professor Olivera may well be right politically. There is evidence 
that Soviet-type planners have tended to overinvest, that they 
became unaware of the extent to which they failed to satisfy pent-up 
demand, until the indignation of the masses caused a sharp reversal 
of priorities. Such things have happened under Communist dic- 
tatorship, but this cannot, surely, be made into a law of collectivism ? 


London School of Economics A. Nove 
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LOGICAL ASPECTS 
OF IDENTITIES IN MATHEMATICS 
AND IN ECONOMICS: 
A NOTE 


Let me begin this paper with a translation of a statement by Trygve 
Haavelmo: 

“In economic literature, such expressions as ‘functional relation- 
ship’, ‘relation’, ‘equation’, and ‘identity’ are often used in a loose 
and not very discriminating way. This practice has led economists 
into many logical tangles. Take, for example, this sentence: ‘Since 
the number of relations equals the number of unknowns, the system 
is determinate.’ From mathematics we know that this is not always 
true. Thus, most economists know that we should say ‘independent 
relations’. But what does that mean? It is a well-known rule in this 
connection that pure identities are not to be taken into account. 
But many economists use the expression ‘trivial identity’ for relations 
of accounting, and, at the same time, they find these relations highly 
relevant for the purpose of arriving at determinate systems! Here, 
a confusing ambiguity is revealed”. 

By way of example Haavelmo quotes Schumpeter, who, after 
having said that “‘the equations must be genuine equations and not 
mere identities (such as x is x)’, adds in a footnote: 

“But identities that express the fact that x and _y, which occur in 
the rest of the system, are really identical (x =y) permit suppression 
of either x or_y and thus may contribute toward determinateness just 
as much as does an equation’’?. 

In the following, some logical and semantic aspects of identities 
will be presented. The interpretations which are given should not 
be regarded as proposals but rather as questions for discussion. 


1. TryGve Haavetmo, “ Ligninger vs. identiteter i okonomisk makroteori’’, 
in 25 Economic Essays in Honour of Erik Lindahl, Stockholm 1956, p.68. (The word 
‘relation’? here seems to mean more or less equation.) 

2. JosepH A. ScHumpETER, History of Economic Analysis, London 1954, p.9703; 
cf. HAAVELMO, op. cit., p. 69. 
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1. The Terms “‘identity” and ‘‘identical’’ in Logic 


André Lalande, in his Vocabulaire technique et critique de la philosophie 
(Paris 1947), mentions several different meanings of the word “‘iden- 
tity” (identité). Among other things, the word applies to a relation, 
in the logical sense, which holds between two identical objects and also to 
a formula or sentence which states such a relation*, Thus, a distinction 
should be made between the relation of identity (which is an extra- 
linguistic concept) and a sentence of identity (which is a sentence 
about two objects, stating that the relation of identity holds be- 
tween them). 

To some extent Alfred Tarski in his Jntroduction to Logic and to the 
Methodology of Deductive Sciences (New York 1946) discusses the con- 
cept called “‘the relation of identity”. He says that the following five 
expressions have the same meaning: 


the relation of identity holds between x and _y; 

x has the relation of identity to _y; 

x is identical with y; 

x is the same as y; 

everything that may be said about any one of the things x or _» 
may be said about the other‘. 


The following sentence about a certain kind of goods in a certain 
market during a certain period is an identity in the second sense of 
the word, i.e. an identity sentence: 


(a) The volume of purchased goods is identical with the volume 
of sold goods. 


3. “‘Relation, au sens logique, qu’ont entre eux deux termes identiques; 
formule énongant cette relation’’ (p.441). With some hesitation I have trans- 
lated ‘‘terme’’ by “‘object”’. Of course, “‘term’’ would have been a more literal 
translation. ‘‘Term”’, however, often refers to a word or some other linguistic 
expression, and I do not think that this is what is meant here: if somebody says 
that the relation of identity holds between x and y, he does not mean that the 
expressions “‘x’’ and “‘y”’ are identical, for these two expressions are obviously dif- 
ferent; what he means is probably that “x” designates an object (concrete or ab- 
stract) which is identical with the object designated by “‘y”’. 

4. Pp.87, 54-56. As a sign of the relation of identity, Tarski does not use “ =’’, 
but “‘ = ’’, and he says that “‘ equals” means the same as “‘is identical with” (p. 54). 
We shall soon return to this notation. 
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We often implicitly give the words “purchased”’ and “‘sold”’ such a 
meaning that we can know that (a) is true, even if we do not know 
any facts about the market in question. Then we may say that (a) is 
analytic; it is logically implied by definitions or other “meaning 
postulates” (which need not be explicit). Another identity sen- 
tence is: 


(b) The volume of demanded goods is identical with the volume 
of supplied goods. 


Often, the terms “demanded” and “‘supplied”’ are not conceived in 
such a way that (b) is true in virtue of its meaning alone. There 
may, in some sense, be an excess of demand over supply or an excess 
of supply over demand. If this is not contradicted by our meaning 
postulates, (b) is not analytic but synthetic; without inquiry into the 
market we cannot know whether it is true or false’. 


2. The Terms “identity”? and “‘equation’’ in Mathematics 


J. Barkley Rosser, in his Logic for Mathematicians (New York 1953), 
points out that “in elementary algebra some writers distinguish be- 
tween identities, which they write with three bars, and equations, 
which they write with two bars’’®, for example: 


xi— yt = (x+y) (x9) 
x?@—4x+3 =0 


but 


How is the difference between = and = to be explicated? Is 
it possible to interpret the formulas as indicating that the expres- 
sions “‘x?—y?”’ and “‘(x-+-y) (x—y)” designate the same entity but 
“x?—4x+3” and “0” designate two different entities? 

In a paper published in 1904, Frege says that, properly speaking, 
expressions with the symbol “‘x’”’ do not designate anything at all. 
For example, “‘x?—4x+3” does not designate anything, but if we 


5. For a discussion of the distinction between the analytic and the synthetic, 
see R. Carnap, ‘“‘ Meaning Postulates’’ Philosophical Studies, Vol. 3 (1952), reprint- 
ed in Rupotr Carnap, Meaning and Necessity, 2nd ed., Chicago 1956, pp. 222 ff., 
and the literature referred to there. 

6. P.83. See also LALANDE, op.cit., pp.441f. 
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replace “‘x’”? by a numeral, we get an expression that designates a 
number’. Thus, if we replace ‘“‘x” by “1”, we get the expression 
“*12—4 x 143”, which designates the number 0. This view seems 
to be generally accepted in modern symbolic logic. However, Quine 
points out that although such expressions as “x?—4x-+-3” “actually 
designate nothing’’, they are ““commonly treated as if they designated 
functions’’*, For example, Frege himself in 1891 used them as names 
of something which he called functions: 


*“*... the curve we get from 
y = x*—4x 
is the same as the one that arises out of 
y = x(x—4). 


I express this as follows: the function x(x—4) has the same range 
of values as the function x?—4x’’®. 

It is not quite clear whether Frege regards x?—4x and x(x—4) 
as two functions which are different although they have the same 
range of values, which means that the set of ordered pairs (x, y) 
which satisfy the equation “‘y = x?—4.x’’ is identical with the set 
of ordered pairs (x,y) which satisfy the equation “y = x(x—4)”. 
(The curves we get from the equations are identical.) Anyway he 
points out that, in many phrases of ordinary mathematical termi- 
nology, the word “function” corresponds to what he has called the 
range of values of a function’®. At least if we use the word in this 


7. Translations from the Philosophical Writings of Gottlob Frege, by Peter Geach 
and Max Black, Oxford 1952, p. 113. 

8. Wittarp V.O. Quine, Mathematical Logic, rev. ed., Cambridge (Mass.) 
1951, p. 226. 

g. FREGE, op.cit., p. 26. 

10. FREGE, op.cit., p.26, footnote. This terminology is generally accepted in 
so-called modern mathematics. See, for example, KENNETH O. May, Elements 
of Modern Mathematics, Reading (Mass.) 1959, p.255: ‘a function is a set of ordered 
pairs in which no two different pairs have the same first component’”’. — The term “‘range 
of values”’ is a translation of the German word ‘‘ Wertverlauf’’. The range of va- 
lues of a function should not be confused with the range of the function, which is 
simply the set of all values of the function, irrespective of the way in which they 
correspond to the different values of the independent variable. CaARNapP has 
suggested another translation of ‘‘ Wertverlauf”’: ‘‘value distribution’”’ (letter of 
August 3, 1958, from R. Carnap to H. Dickson). 
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sense, we may say that the function x?—4x is identical with the 
function x(x—4). Using three bars as a symbol for “‘is identical with” 
we may also write: 

x®@—4x = x(x—4) 


Interpreted this way the expression “‘x?—4x’’ actually designates 
something: it designates a function in such a sense of the word that 
the function x?—4x may be said to be identical with the function 
x(x—4). 

Is it possible to regard such expressions as designating functions 
also in expressions with two-bar signs instead of three-bar signs? 
Take for example the expression 


+3 = 4x. 


Do ‘‘x?+3” and “4x” designate functions? Yes, if the equation is 
regarded as an abbreviation of: “‘the unknown number is a value 
of x for which the function x?+-3 has the same value as the function 
4x°’. The functions are not identical, but there are two values of x 
for which they have identical values: for the value 1 of x both have 
the value 4, and for the value 3 of x both have the value 12. The 
sentence implies that the unknown number is either 1 or 3. 
In a similar way, the expression 


x?@—4x+3 =0 


may be interpreted as an abbreviation of: “‘the unknown number 
is a value of x for which the function x?—4x-+3 has the same value 
as the function 0’’. Then, the symbol ‘0’ does not designate the 
number 0 but a function which has the same value, 0, for all 
values of x. 


3. The Two-Bar Sign Conceived as an Identity Sign 


We have interpreted the three-bar sign as a sign of identity and the 
two-bar sign as a sign of equivalence, indicating not identity between 
the functions in question but only equality with respect to value. 
However, most logicians and many mathematicians would probably 
not like this interpretation. Tarski, for example, uses the two-bar 
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sign, ““=”’, as a “‘symbol of identity’ which means the same as “‘is 
identical with”, and he considers arithmetical equality as ‘“‘a special 
case of the general concept of logical identity”’"". Thus, the equation 
“x?—4x+3 = 0” may be read: 


x2?—4x-+3 is identical with 0. 


This translation might seem strange, since the function designated 
by the expression “‘x?—4x-+-3” is evidently not identical with 0. But 
—as was mentioned above—in the language of many writers on 
symbolic logic this expression does not designate a function. If the 
letter ‘“‘x’’ is considered as a so-called free variable’, the expression 
does not designate anything at all. 

Thus the expression “x?—4x+3 = 0” has no truth value: it is 
neither true nor false. It is what is sometimes called an open sentence. 
But if the free variable ‘‘x”’ is replaced by a numeral, we get a closed 
sentence, i.e., a sentence which is either true or false". If, for example, 
“*x” is replaced by the numeral “1”, we get a true sentence: 
“12_4x1+43 = 0”. But if it is replaced by “2”, we get a false 
sentence: “22?—4x2+4+3 = 0”. 

If ‘‘x?—4x-+-3” does not designate a function, we need some other 
expression as a designation of the corresponding function. Quine 
writes : 

“The functions which ‘4 x x’, ‘x’, and ‘x?4+2x—I’ suggest are 
properly designated rather by the functional abstracts ‘(A.x) (4 x x)’, 


11. TARSKI, op.cit., pp.54f., 61f. - However, he points out that equality in 
geometry is entirely different. And LALANDE (of.cit., p.442) recommends that 
the sign “‘ =” be used as a sign of identity. 

12. In the language of symbolic logic, the word “variable”’ refers to certain 
letters or other signs. If the letter “‘x’’ is used as a variable, it does not designate 
anything at all but may be replaced by another sign, a so-called constant, which 
designates something. See, for example, TARsKI, op. cit., pp. 3-5. 

13. This term is used by Quine (Methods of Logic, New York 1950, p.go) 
who refers to Carnap. Quine also mentions three other terms for the same con- 
cept: “‘matrix’’, “propositional function”’, and “‘statement function’’. TArRskt1, 
(op.cit., p.5) uses the term “‘sentential function” and says that mathematicians 
often use the word “condition”’ in the same sense. ALONZO CHuRCH (Introduction 
to Mathematical Logic, Vol. 1, Princeton 1956, pp. 10, 28) has introduced the term 
** propositional form”’. 

14. Quine, Methods of Logic, op. cit., p.go. 
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*(Ax) (x®)’, and ‘(Ax) (x?+2x—1)’; these expressions are straight- 
forward names, devoid of free variables!*.”’ 

“*(Ax) (4 x)” means: the function which, for all values of x, has 
the value 4 x x; similarly “‘(Ax) (x?)”’ means: the function which, for 
all values of x, has the value x?; etc. By this notation the following 


expression: (as, y) (+3) (x—y) = (Ax) (#*—9") 


seems to mean what the expression “‘(x+-y) (x—y) = x?—y®”? meant 
in the previous section, where the three-bar sign was translated by 
“is identical with” and the expressions on either side of that sign 
designated a function: the function which, for all values of x and_y, 
has the value (x-+-y) (x—y) is identical with that which, for all values 
of x and _», has the value x?—». 

The following expression: 


(Ax) [f(x)] = (4x) [g(x)] 


means that the function called / is identical with that called g: 


=e 
According to one textbook of mathematics, the same proposition 
can be expressed with the three-bar sign: 


J (*) = g(x) 


where the three-bar sign should be read “‘identically equal to’’®. But 
if “equal to” means the same as “identical with’, the expression is 


15- Quine, Mathematical Logic, op.cit., p.226; about abstraction and abstracts 
see also ibid., p. 132. Quine does not write the so-called lambda-operator “‘ (Ax) ”’ 
but ‘‘Ax’’. The notation ‘‘(Ax)”’ is used by CARNAP (op.cit., p.3; Einfiihrung in 
die symbolische Logik mit besonderer Beriicksichtigung ihrer Anwendungen, Vienna 1954 
[An English translation, where the sections are enumerated in the same way, has 
appeared in 1958], Section 33). CHURCH (op.cit., p.20) writes without brackets: 
Ns 

16. This is the literal translation of the Swedish ‘‘identiskt lika med’’. See 
Cari Hyttrén-Cava.tius and LENNART SANDGREN, Matematisk analys for nybér- 
jarstadiet vid universitet och hégskolor, Lund 1956, p. 105. This book is used as a text- 
book at Swedish universities. According to J. Parry Lewis, An Introduction to 
Mathematics for Students of Economics (London 1959, p.6), the three-bar sign is called 
“the identically equals sign’. Sometimes it is used as a general sign of equivalence; 
see, for example, May, op.cit., pp. 552, 572- 
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redundant and is therefore hardly attractive. It seems preferable to 
say: “‘is, for all possible values of the variables, identical with”. The 
expression “‘(x-+-y) (x—y) = x?—»y*” would mean that we can make 
a true statement out of the open sentence “(x+-y) (x—y) = x?—»”” 


6¢,.99 


by replacing the letters ‘“‘x”? and ‘“‘y’”’ by any two numerals. 


4. Identity Between an Investment Function and a Savings Function 


Up to now it has been assumed that the possible values of the 
variables x and _y are real numbers, so that the so-called arguments 
of a function (Ax, y) [f(x,_y)] are pairs (x,y) of real numbers!7. Now 
we will take an example where the arguments of the functions are 
not pairs of numbers but countries during periods. The possible 
“‘values”’ of x are countries, and the possible “‘values”’ of y are years, 
The expression “‘/(x, y)’’ stands for: “‘the money value of the invest- 
ments in x during »’”’; and “‘S(x, y)”’ stands for: “the money value 
of the savings in x during »’’. Then, if the terms “savings” and “‘in- 
vestments” are defined in such a way that the money value of the 
investments in any country during any year is, by logical necessity, 
identical with the money value of the savings in the same country 
during the same period, we may write: 


(Ax, y) U(x, 9)] = (Ax, 9) [S(*, 9)] 
I=S§ 


or 


or 


I(x, 9) = S(x,y) 


Thus, J and S are functions, with countries during years (not 
numbers) as arguments and money values as function values. We 
may say that J is an investment function of a certain kind and S is a 
savings function of a certain kind. But J is the same function as S, 


17. As to this concept of “‘argument’’ see CHURCH, op. cit., pp. 15, 17. An argu- 
ment of a function is the first component of an ordered pair which is a member of 
the function; the second component is called a value of the function. For example, 
since (5+3)(5—3)=16, the pair ([5, 3], 16) is a member of the function (Ax, y) 
(x+y) (x—y); the first component of this pair is a pair (x, y), viz. (5, 3); the se- 
cond component is the number 16. Hence, (5, 3) is an argument of the function, 
and 16 is the value which corresponds to that argument. 
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which implies that “J(x, y)” and “‘S(x, y)” will designate the same 
money value whenever “‘x’’ is replaced by a name of a country (e.g., 
“Sweden’’) and “‘y” is replaced by a name of a year during which 
that country existed (e.g., “the year 1958’’). This is what we mean 
by putting the three-bar sign between “‘J(x, y)” and “‘S(x, y)”. (The 
question whether the sentence should be regarded as true, false, or 
meaningless, if “‘y” has been replaced by a name of a year during 
which the country did not exist, will not be discussed here.) 

This identity between the investment function and the savings 
function is expressed by the two-bar sign between “J” and “‘S” or 
by the three-bar sign between “‘J(x, y)” and “‘S(x, y)”, not by the 
three-bar sign between “J” and “‘S”’. But in economic literature we 
sometimes meet with expressions like: 


l=S. 


How should this expression be interpreted? If the letters “J” and 
“‘S” are interpreted as two independent variables, it is obviously 
wrong to say: “‘J is, for all possible values of the variables, identical 
with S”’, (For example, the money value of the investments in Sweden 
during the year 1958 is a possible value of “J’’ which is not identical 
with the money value of the savings in the United States during the 
year 1948, which is a possible value of “‘S”’!8.) Therefore we have 
to find another interpretation, and two different possibilities may 
be suggested: 

(1) The letters “J”? and “S” are regarded as abbreviations of the 
expressions “J(x, y)” and “S(x, y)”. Then “J = S” is an abbrevia- 
tion of “I(x, y) = S(x,y)” and can be read: “the money value of 
investments in x during » is, for all values of x and_y, identical with 
the money value of savings in x during »’’!®. 

(2) A second possibility is to regard the letters as names of func- 
tions, not as abbreviations of “‘J(x, y)”’ and “‘S(x, y)”’. But then we 
have to change the interpretation of the three-bar sign. Now it 
indicates that it is not only true, but analytically true, that the func- 
tion J is identical with the function S. In the terminology of Carnap 


18. The fact that the sentence “‘J = S”’ is not true for all possible values of the 
variables if “J”? and “‘S”’ are independent variables was pointed out by HAAVELMO 
in the article mentioned above, pp. 73f. 

19. Cf. Carnap, Einfiihrung, op.cit., Section 41 b. 
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we may say that the designators “J” and “‘S”’ have the same intension, 
not only the same extension™. 

It is my impression that this second interpretation is the one which 
agrees best with what most economists actually mean when they use 
the three-bar sign or the term “identical”. For example, Marschak 
speaks about “‘the distinction between identical equations and equa- 
tions expressing conditions of equilibrium” and points out that: “if 
the equality is true by definition, there is no sense in explaining a 
‘mechanism which insures’ its validity’’*!. Apparently, what he 
means by an “identical equation’”’ is an equality (or identity) sentence 
which is “true by definition’””—what we have called ‘“‘analytic’’. 


5. Difference Between the Process of Investment 
and the Process of Saving 


Here we have used the expressions “the money value of investments” 
and “the money value of savings”. By them we mean what Keynes 
probably means by “the quantity of investment” and “the quantity 
of saving”’ and also calls “investment” and “‘saving’’**. But the terms 
“investment” and “‘saving”’ can also be used in such a sense that the 
investment in a certain country during a certain period is generally 
not identical with the saving in the same country during the same 
period. Here we leave out of account Robertson’s concept of saving 


20. What Carnap calls functors (i.e., expressions for functions) are design- 
ators (Meaning, op.cit., pp.6f.). The extension of a functor is what Carnap calls 
the value distribution (or, following Frege, the Wertverlauf) of the function in 
question; the intension is a concept, namely, the function itself (Einfiihrung, op. 
cit., Section 10b). Carnap (Meaning, op.cit., p.177) uses a notation in which not 
a three-bar sign but a four-bar sign is used between two designators as an indi- 
cation that they have the same intension. According to that notation, a three-bar 
sign only indicates that the designators have the same extension. 

21. J. Marscnak, “‘Identity and Stability in Economics: A Survey”’, Econo- 
metrica, Vol. 10 (1942), pp.61f. — An article by Atvin H. Hansen (‘‘The Robert- 
sonian and Swedish Systems of Period Analysis’’, Review of Economics and Statis- 
tics, 1950, pp.25ff.) offers interesting examples of the use of expressions like 
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“*formal identity’’, ‘‘ mere identities’’, ‘a mere truism”’ and “‘ tautological’’. What 
Hansen actually wants to stress is the distinction between analytic and synthetic 
statements, although he does not use those terms. 

22. Joun M. Keynes, The General Theory of Employment, Interest, and Money, 
London 1936, p.63. 
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and the ex ante concepts of the Stockholm School; and we concentrate 
on cases where investment and saving are not conceived as abstract 
money values but as processes composed of economic events in 
families, firms, and governments. The events may be called invest- 
ment-events and saving-events, respectively. As economists we have ob- 
viously reason to be interested in such concrete processes and events, 
not only in abstract objects such as money values. 

Let us consider, as a fictitious example, an industrial firm which 
buys, at a price of £1,000, a machine having had, in the inventory 
of the seller, an estimated value of £700. According to a reasonable 
principle of valuation, the complex of investment-events and the 
complex of saving-events have the same value, £300, but they are 
not identical. The complex of investment-events consists of one event 
for the buyer and one for the seller: the buyer receives a £1,000 
machine, and the seller parts with a £700 machine. The complex 
of saving-events, on the other hand, consists of two events for the 
seller: he receives a £1,000 claim, and he parts with a £700 machine. 
The complex of investment-events and that of saving-events have 
one element in common: the event that the seller parts with the 
machine. But the investment complex includes one element which 
is not included in the saving complex: the event that the buyer 
receives the machine. And the saving complex includes one element 
which is not included in the investment complex: the event that the 
seller receives the claim. 

As another example we may consider a consumer who, at a cost 
of £5, buys goods which had, in the inventory of the seller, an 
estimated value of £3. In this case we may say that both investment 
and saving have the same negative value: £(—3). The investment 
complex consists of only one event: the seller parts with the goods. 
The saving complex consists of three events: the seller receives a 
£5, claim, the seller parts with the £3 goods, and the buyer gets a 
debt of £5. The values attributed to the two last events are negative, 
and we may write: 


£5+4+£(—3)+£(—5) = £(5—3—5) = £(—3). 


Thus the value of the saving is identical with the value of the in- 
vestment, but the saving is not identical with the investment, for it 
includes two events which are not included in the investment. 
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These examples suggest how investment and saving generally can 
be regarded as two not completely identical complexes of events. 


Thus, our analysis shows that there are confusing ambiguities con- 
nected with important terms used in mathematics and in economics. 
Logicians, mathematicians, and economists should co-operate for 
the creation of a consistent and convenient system of terms and 
concepts. 


Handelshigskolan : Géteborg Harap Dickson 
( The Gothenburg School of Economics ) 
Goteborg (Sweden ) 


SUMMARY 


Haavelmo has pointed out that the word “‘identity’’ is used ambiguously in 
economics. Sometimes it is said that identities do not contribute to the determina- 
tion of an equation system; but some formulas called “‘trivial identities”’ are found 
to be highly relevant for this purpose. 

A distinction should be made between the logical relation of identity and a 
sentence of identity, i.e., a sentence about two objects, stating that the relation of 
identity holds between them. 

In elementary algebra, some writers distinguish between identities, which they 
write with the sign “‘=’’, and equations, which they write with the sign “‘=”’. One 
explication of the distinction between “‘=’’ and “‘=”’ is to assume that the ex- 
pressions on either side of the sign designate functions (in a certain sense of the 
word), that ‘‘=’’ means is identical with, and that ‘‘=”’ means has the same value as. 
However, many lIegicians and many mathematicians let the sign ‘‘=”’ mean is 
identical with. Then the expressions on either side of the sign cannot be conceived as 
designations of functions; they do not designate anything; but if the variables are 
replaced by numerals, we get designators of numbers, and instead of the ‘‘open”’ 
sentence we get a “‘closed”’ sentence which states that the expressions on either side 
of the sign ‘‘=”’ designate the same number. For some “‘values”’ of the variables 
we may get true sentences; for others we may get false sentences. 

The expression “J = S’’ (investment identically equals saving) may be inter- 
preted in different ways. Many economists let it mean: it is true by definition that 
the money value of investment is identical with that of saving (in other words: the 
sentence ‘‘J = §”’ is analytic, not synthetic). 

The terms “investment”? and “‘saving’’ are often used as abbreviations of 
‘money value of investment’’ and “‘money value of saving’’. But they may also 
denote processes composed of economic events: investment-events and saving- 
events. A process of investment is generally not identical with the process of 
saving in the same country during the same period, but the same money vaiue is 
attributed to the two processes (which are, of course, non-numerical entities). 
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The analysis shows that there are confusing ambiguities connected with im- 
portant terms used in mathematics and in economics. Logicians, mathematicians, 
and economists should, therefore, co-operate for the creation of a consistent and 
convenient system of terms and concepts. 


ZUSAMMENFASSUNG 


Logische Aspekte von Identitaten in der Mathematik und in der Okonomie. Haavelmo hat 
darauf hingewiesen, dass das Wort «Identitat» in der Wirtschaftswissenschaft 
zweideutig verwendet wird. So wird manchmal gesagt, dass Identitaten nichts zur 
Bestimmung eines Gleichungssystems beitragen; und doch werden gewisse For- 
meln, sogenannte «triviale Identitaten», fiir diesen Zweck als sehr relevant be- 
trachtet. 

Es sollte ein Unterschied gemacht werden zwischen einer logischen Identitats- 
beziehung und einem Identitatssatz, das heisst einem Satz iiber zwei Objekte des 
Inhalts, dass eine Identitatsbeziehung zwischen ihnen besteht. 

In der elementaren Algebra unterscheiden einige Autoren zwischen Identitaten, 
die sie mit « =» bezeichnen, und Gleichungen, fiir die sie das Zeichen « = » ver- 
wenden. Eine mégliche Erklarung fiir die Unterscheidung zwischen « =» und 
« = » liefert die Annahme, dass die Ausdriicke beidseits des Zeichens Funktionen 
(in einem bestimmten Sinn des Wortes) darstellen, dass « = » bedeutet: ist identisch 
mit, und dass « = » bedeutet: hat den gleichen Wert wie. Doch manche Logiker und 
Mathematiker geben dem Zeichen « = » die Bedeutung: ist identisch mit. In diesem 
Falle kénnen die Ausdriicke beidseits des Zeichens nicht als Darstellung von 
Funktionen aufgefasst werden; sie bezeichnen iiberhaupt nichts. Aber wenn die 
Variablen durch Ziffern ersetzt werden, so erhalten wir Zahlenwerte, und anstelle 
des «offenen» Satzes tritt ein «geschlossener» Satz, bei welchem die Ausdriicke 
beidseits des Zeichens « = » die gleiche Zahl designieren. Bei bestimmten «Wer- 
ten» der Variablen ergeben sich wahre Satze, bei anderen falsche. 

Der Ausdruck «J = S$» (Investition ist identisch gleich der Ersparnis) kann 
auf verschiedene Weise interpretiert werden. Viele Okonomen geben ihm folgende 
Bedeutung: Der Geldwert der Investition ist ex definitione mit dem Geldwert der 
Ersparnis identisch (mit andern Worten: Der Satz «J=S» ist analytisch, nicht 
synthetisch). 

Die Bezeichnungen «Investition» und « Ersparnis» werden oft als Abkiirzun- 
gen verwendet fiir «Geldwert der Investition» und «Geldwert der Ersparnis». 
Aber sie kénnen auch aus wirtschaftlichen Vorgangen zusammengesetzte Pro- 
zesse bedeuten: Investitionsvorgange und Sparvorgange. Ein Investitionsprozess 
ist im allgemeinen mit dem Sparprozess im selben Land und in der gleichen Periode 
nicht identisch, doch wird beiden Prozessen (die natiirlich keine numerischen 
Gréssen sind) der gleiche Geldwert zugeschrieben. 

Die Analyse zeigt, dass in bezug auf wichtige, in der Mathematik und der 
Okonomie verwendete Begriffe verwirrende Unklarheiten bestehen. Logiker, 
Mathematiker und Okonomen sollten deshalb zusammenarbeiten, um ein ein- 
heitliches und geeignetes System von Bezeichnungen und Begriffen zu schaffen. 
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RESUME 


Aspects logiques d’identités en sciences mathématiques et économiques. Haavelmo a sou- 
ligné que le mot ««identité» est utilisé de fagon ambigiie dans les sciences éco- 
nomiques. C’est ainsi que l’on dit souvent que des identités ne contribuent pas a 
la détermination d’un systéme d’équation; et pourtant, certaines formules 
appelées «identités triviales» sont considérées comme hautement appropriées a 
cette fin. 

Une distinction devrait étre faite entre une relation logique d’identité et une 
proposition d’identité, c’est-a-dire une proposition concernant deux objets, consta- 
tant qu’une relation d’identité existe entre eux. 

En algébre élémentaire, quelques auteurs distinguent entre identités qu’ils 
désignent par «=» et équations pour lesquelles le signe «=» est utilisé. Une 
explication de la distinction entre « = » et « = » est d’admettre que les expressions 
séparées par le signe représentent des fonctions (dans un certain sens du mot) que 
« =» signifie: est identique a, et que « = » signifie: a la méme valeur que. Cependant, 
nombre de logiciens et de mathématiciens conférent au signe « = » la significa- 
tion: est identique a. Dés lors, les expressions séparées par le signe ne peuvent étre 
concgues comme désignant des fonctions; elles ne désignent absolument rien. Mais 
si les variables sont remplacées par des chiffres, nous obtenons des valeurs numé- 
riques et, au lieu d’une proposition «ouverte», nous avons a faire 4 une proposi- 
tion «fermée » qui affirme que les expressions séparées par le signe « = » désignent 
le méme nombre. Pour certaines «valeurs» des variables, il en résulte de vraies 
propositions et pour d’autres, de fausses propositions. 

L’expression «J = S$» (l’investissement est identiquement égal 4 |’épargne) 
peut étre interprétée de différentes fagons. Nombre d’économistes lui attribuent 
la signification suivante: La valeur monétaire de l’investissement est par définition 
identique 4 celle de l’épargne (en d’autres mots, la proposition «J = S» est ana- 
lytique et non pas synthétique). 

Les termes «investissement» et «épargne» sont souvent utilisés comme abré- 
viations de « valeur monétaire d’investissement» et « valeur monétaire d’épargne». 
Mais ils peuvent également signifier des processus composés d’événements éco- 
nomiques: événements d’investissements et d’épargne. Un processus d’investisse- 
ment n’est en général pas identique au processus d’épargne dans le méme pays 
durant la méme période, mais la méme valeur monétaire est attribuée aux deux 
processus (qui ne sont naturellement pas des entités numériques). 

L’analyse montre qu’en matiére de termes importants utilisés dans les sciences 
mathématiques et économiques, il y a des ambiguités qui s¢ment la confusion. 
Aussi, les logiciens, les mathématiciens et les économistes devraient-ils coopérer 
a la création d’un systéme unifié et approprié de terminologie et de concepts. 
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SOME CASE STUDIES OF 
ECONOMIC DEVELOPMENT AND HOSELITZ’S 
GENERAL THEORETICAL SCHEMA: 

A COMMENT 


The volume under review! contains papers presented at a conference of the Social 
Science Research Council’s Committee on Economic Growth. We are asked to 
judge them in the light of the attempt to put historical flesh on the general theo- 
retical schema of development recently unveiled by Hoselitz*. Individual contri- 
butions succeed in distilling valuable insights from the underexploited resources 
of economic history in a wide diversity of settings (more than a dozen areas are 
treated) ; but the attempt to force these diverse rummagings, however gently, into 
one explanatory mold is somewhat less than successful. 


I 


According to the Hoselitz model referred to, developed economies can be classified 
in three-dimensional space: according to the degree to which they could draw on 
unexploited resources (expansionist vs. intrinsic); the degree of dependence on 
external markets and supplies (non-dominant vs. dominant); and the degree to 
which political and economic decision-making agencies are identical or separate 
(induced vs. autonomous). The reader is then led to expect that each of the 
country studies presented serves to demonstrate an economic growth pattern 
falling into one of the eight theoretically possible combinations. And, although 
this promise was never made explicitly, this reader at least also expected that some 
improvement in our analytical machinery might result from this diversity of 
experience with respect to prospects and policies in the contemporary less de- 
veloped world. 

Most contributors pay at least superficial homage to the Hoselitz schema, but 
attempts to either apply or discredit the model in the light of historical experience 
in a particular country are rather haphazard, when made. As to the evolution of 
prognostic devices or policy implications based on an assessment of less developed 
countries’ resources and technology the harvest is meagre indeed. While Hart- 
shorne and Hoselitz make further, and very interesting, theoretical contributions 
these are never effectively wedded to the mainstream of the historical discussion. 

Nevertheless, the various country chapters undoubtedly do contribute 
indirectly to a demonstration of certain weaknesses inherent in the Hoselitz 
schema itself. Of the three classificatory dimensions presented—and we shall not 

1. Huon G.J. Arrxen (ed.), The State and Economic Growth, New York 1959, Social Science Research 
Council, x, 398 pp. $3.75. 

2. “Patterns of Economic Growth’’, Canadian Journal of Economics and Political Science, Vol. xx1, November 
1955, PP. 416-431. 
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here indulge in second-guessing the choice or number of these—the induced- 
autonomous dimension receives the lion’s share of whatever attention is bestowed. 
Such preferential treatment may be well deserved—and this reviewer is inclined 
to think it is—but it clearly does not contribute to the logic of the enterprise under 
review. One might conclude, although nothing explicitly is said on the subject, 
that the identification of the prime initiating agent (on the induced vs. autonomous 
scale) is qualitatively a different problem from either the existence of a physical 
frontier (on the intrinsic vs. expansionist scale) or the extent of dependence on 
other countries (on the non-dominant vs. dominant scale). Access to virgin 
territories, the volume of foreign trade, aid, and entrepreneurial migrations, are 
the result essentially of historical accident and/or largely exogenous events; the 
determination of where to look for entrepreneurial and managerial initiative, on 
the other hand, must be made by the economic-political entity as dictated by the 
total resource picture and the strengths and weaknesses of endogenous response 
mechanisms. In the light of our search for single strands leading (eventually) 
towards a general theory of development, it would appear that Hoselitz’s intrinsic- 
expansionist and dominant-non-dominant dimensions, in particular, require 
considerable redefinition and refinement if they are to become analytically useful. 


II 


Concerning, first, the influence of the “frontier” on development, it is generally 
recognized that the major gains accruing from the physical availability of new 
land and resources do not necessarily spring from gains in employment or produc- 
tivity on the extensive margin but from what Hartshorne calls the “effect on 
entrenched attitudes*. We might also ask whether it is really possible, or desirable, 
to differentiate between extensive and intrinsic frontiers. While “‘wide open 
spaces”’ are likely to influence the entire entrepreneurial-innovational syndrom as 
well as the resource endowment picture in the so-called expansionist countries 
(usa, Australia, Canada), equally persuasive stimuli are likely to emerge from 
frontiers of the intrinsic variety, at the intensive margin of both industry and 
agriculture. In the cases of Switzerland, Germany and Japan, for example, it was 
expansionism as a state of mind and the frontier as the creative ability in adapting 
to the requirements of domestic diversification and international demand which 
provided the required stimulus for growth. Even if, as Hartshorne suggests, the 
definition is widened only enough to accommodate the introduction of new 
techniques on old land its attractiveness as a tool of analysis suffers, since un- 
doubtedly every economy has experienced some of each stimulus, and in varying 
degrees, at different stages of its growth. 

Hoselitz’s schema is subject to somewhat similar difficulties in its dominant- 
non-dominant dimension. As he himself points out in his original article, the 
extreme dominant case (presumably zero trade) is as unrealistic as the extreme 
dependent case (no production, even of services, for the domestic market). It is 
hardly necessary to point out that no economy has ever been wholly dependent 


3. The State and Economic Growth, p. 317. 
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on developments elsewhere or that the amount of influence exerted cannot always 
be measured in terms of the overall size and composition of trade. Japan, for 
example, was sealed off from the rest of the world for two hundred years prior to 
the mid-1gth century. Yet the domestic transformation occurring during this 
period, yielding a money economy and the elevation to influence of progressive 
growth-oriented elements in Japanese society, can be traced, in considerable part, 
to the influence of the so-called Dutch Learning, i.e. ideas and commodities im- 
ported in the course of once-a-year contacts at Nagasaki. Even the usa, paragon of 
dominant growth, experienced its satellitic episodes, particularly during the pre- 
Civil War period. 

The main argument of the country case studies assembled is presented in 
Spengler’s excellent summary chapter. The focus is generally on the observed 
mix of public and private initiative in the development process during a particular 
period of a country’s economic history. Uneven in quality, the contributions are 
quasi-unanimous in concentrating attention on this dimension of Hoselitz’s schema. 


III 


For the case of Australia we are told that ‘‘strong pressures [were] exerted by 
private individuals to induce governments to provide the conditions suitable to 
the growth of free enterprise’’*. Here it is difficult to be sure whether it is at the 
primary or secondary line of inducement that the pivotal act of getting develop- 
ment underway is to be located. The public sector is under pressure, 4 la Hirsch- 
man§, to provide the required social and economic overheads, e.g. railroads 
fanning out in traditional style behind extractive and ahead of industrial activity. 
But the author also attempts to show that Australia represents a case of public 
capital competing successfully with private capital. It would appear that Butlin is 
generally more concerned with stability in the short-run than with the location 
of the initiating agent in secular growth. 

Buergin, for example, writing on ‘“TheGrowth of the Swiss National Economy”’, 
places considerable explanatory emphasis on the entrepreneurial influx at the 
time of the Reformation—though ':'s evidence, the relative economic performance 
of Protestant and Catholic region: ‘s by no means foolproof. He goes on to point 
out that a mixture of political and =conomic neutrality on the part of the govern- 
ment permitted the private sector to flourish at home and opened up markets for 
predominantly rural-based industries abroad. Developments here contrast 
markedly with Kerwin’s account of etatism in Turkey. Here the state directly, and 
indirectly through giant banking and industrial holding companies (which call to 
mind the conglomerate Zaibatsu enterprises in Japan), was responsible for most of 
the value added—if at the cost, it is asserted, of a misallocation of resources. But 
is the absence of mercantilism (early) and protectionism (later) in Switzerland 
really tantamount to autonomous growth? And is the depression of the thirties a 
sufficient explanation of the Turkish military ‘‘takeover’’ in the economic sphere? 


4. Buti, ibid., p. 37. 
5. See his discussion of dynamic imbalance in The Strategy of Economic Development, New Haven 1958. 
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It is to be regretted that in terms of relevance to the objectives of this volume the 
treatment here does not proceed beyond the presentation of worthwhile fragments 
of economic history. 

For Germany, Pounds finds government initiative, in the form of direct 
participation in iron and coal production, exploration and technological experi- 
mentation, essential prior to 1850 but obstructive thereafter when efficient 
technology had become standardized and generally known throughout the 
private sector. He also raises a very interesting question by comparing the success 
of the governmental iron works in Upper Silesia with the relative failure of the Le 
Creusot Works in France, in the face of the application of the same complex of 
inputs: nearness to sources of raw materials and markets, government initiative 
and British technical assistance. But it is disappointing that no explanation 
beyond veiled references to French vested interests and government venality is 
attempted. Parker, comparing ore mining in France and Germany during the 
late 19th century, focuses more explicitly on the same problem, the differential 
response of two societies to similar economic opportunity. Differences in the 
government-sponsored legal framework, in the government’s concern with mining 
safety and in the orientation of engineering training are required to bear some of 
the explanatory burden. While the cessation of population growth in France 
certainly cannot, in itself, serve as a satisfactory explanation for relative stagnation, 
it is nevertheless true that we must look beyond the quality of the two govern- 
mental preconditioning efforts in order to explain over-all differences in per- 
formance. Parker’s incisive paper stops short of isolating the effects of differences 
in other variables, e.g. resources, demand, organization, the relative timing and 
costs of technological experimentation or the adaptability of production functions 
to other people’s (mostly British) inventions. The persistence of generally high 
(but not equal) growth rates in 19th century Europe does not, as Parker claims, in 
any way prove that, given a certain legal and educational milieu, national 
policies and organization really do not matter very much. One must agree with 
Parker when he likens national economies to national cuisines; he is less convincing 
when he concludes that further visits to the kitchen are unlikely to yield meaningful 
results®, ; 

The volume also contains contributions by Carson and Spulber dealing with 
economic development in Russia and Eastern Europe. While it is recognized that, 
at some stage, ideological preferences swamped all other considerations in 
determining the desirable public-private sector mix in the countries concerned, 
the addition of these chapters is to be applauded. It is worthwhile to note, for 
example, the extent to which even fully controlled centralized planning societies 
have been forced to make at least temporal and sectoral accommodations to 
private initiative. As Carson points out, the failure of the Russian government to 
concern itself with social and institutional change as the necessary precondition 
for accommodating state intervention in agriculture led to the Kolkhoz catastrophe; 
and the NEP episode, which eventually proved an untenable half-way house for 
non-economic reasons, was dictated by the scarcity of administrative resources in 


6. The State and Economic Growth, p. 212. 
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the public sector. This is relevant to the basic question, nowhere else tackled in 
this volume, with respect to the position on the induced-vs.-autonomous scale 
which economizes on the scarce managerial and entrepreneurial resources. 
Spulber finds that the expected shift over time, from a situation of overwhelming 
government initiative in filling the lacunae left by private enterprise’s reluctance 
or inability to act, to vigorous growth of the private sector, did not take place in 
Eastern Europe as a result of economic dogma and political ideology. One waits in 
vain, however, for a detailed examination of the rather substantial (79.4%) rate 
of growth of the Russian economy between 1900 and 1913 (when individual 
indifference maps were still sovereign) ; or for a comparative analysis of Eastern 
Europe’s savings and allocation pattern pre and post World War II; or for an 
explanation of why, as Spulber points out, only the Czech lands had self-generat- 
ing growth. Instead, we are once again left in sight of the ‘Promised Land”’, with 
respectable contributions to economic history, but without a clear discussion of 
the essential difference between the choice of centralized versus decentralized 
planning and the choice of direct vs. indirect methods of implementation. 

Editor Aitken’s chapter on Canada, Broude’s on the usa, and Reubens’ on 
Manchuria come perhaps closest to the main issue under discussion. No doubt, 
the perfectly neutral state is as much a part of mythology as a perfectly neutral 
monetary policy. The break with the liberal-utilitarian tradition came early 
with the realization, as Keynes put it, that the state must sometimes act “‘in order 
to create the right environment for private self-interest to work’’. In the absence of 
reasonably firm criteria as to the meaning of “‘induced’’ and “‘autonomous’’ we 
are forced to fashion our own bench marks. In Canada, for example, the state 
moved first towards the establishment of a sovereign geographic entity under the 
assured economic control of its citizenry. Moreover, according to Aitken “‘basic 
development policies to be pursued [were] stated by government officials; and the 
implementation involved the exercise of initiative by governments’’’. This seems 
to leave very little to autonomous initiative; yet we know that the private sector 
was responsible for a large share of the industrial expansion during the 19th 
century. In one sense, as Broude comes close to saying, if government action to 
guarantee the environmental preconditions for growth is forthcoming, all economic 
activity becomes “‘induced”’ and the usa with its program of free land, aid to 
railroads, protective tariffs and internal improvements becomes a prime exhibit. 
Hoselitz’s distinction between a “‘conscious’”’ and (I suppose) an “accidental’’ 
allocation of resources in a given fashion by governmental action is not really 
workable. A more meaningful distinction may be possible with respect to the 
quality of government action or bench marks along the inevitable continuum 
from total direct involvement to direct controls to fiscal and raonetary controls to 
the exercise of residual police powers. 

In his excellent treatment of “Opportunities, Government and Economic 
Development in Manchuria, 1860-1940’? Reubens views with pronounced 
skepticism attempts to identify any single originating agent in development and 
reflects on the essentially organic, self-feeding and self-induced nature of growth. 

7. Ibid., p. 103. 
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This reviewer finds it hard to agree, in the light of countless historical examples of 
developmental spurts yielding only promising enclaves within stagnant economies. 
We should also remember, using Reubens’ own terminology, that total “‘potenti- 
alities’” may not be sufficient to satisfy excess demands within the precarious 
“range of tolerance” which, I assume, refers to aroused but unsatisfied aspi- 
rations®. In the South Manchurian ‘Railway complex concerned, first, with 
social and economic overheads and, later, extending its tentacles into commerce, 
banking and industry we are not surprised to find approximately the same unique 
relationship between public and private enterprise under the umbrella of a 
natural confluence of interests as was in evidence in Meiji Japan®. Reubens gives 
considerable credit to the stimulus of Chinese, British, Russian and Japanese 
entrepreneurs. His ‘‘process model’’ demonstrates the dynamic nature of economic 
growth as the consequence of a sustained but carefully limited disequilibrium 
between the private and public sectors. 


IV 


In its concluding chapters The State and Economic Growth contains some general 
theoretical observations, by Hartshorne and Hoselitz. Hartshorne examines the 
Hoselitz schema, especially along its dominant-non-dominant and intrinsic- 
expansionist axes, and concludes that it is not easy to find convenient analytical 
resting places along these continua. His emphasis on growth through a reallocation 
and reorganization of existing resources finds a responsive chord, but this reviewer 
hesitates to endorse his identification of diversification with growth (shades of 
Beane, and Colin Clark). The breakdown of a self-sufficient subsistence economy, 
usually diversified if at a primitive level, and its replacement by a cash crop export 
economy, may be most desirable from the point of view of income growth, as we 
have seen in the case of Malaya. The important, but separate, question concerns 
the extent to which political and economic considerations will permit the harness- 
ing of the gains from specialization and trade to permit spill-over into other 
domestic sectors or, assuming favorable demand conditions abroad, reinvestment 
within the same dual economy framework. 

The lack of reliable data prompts Hartshorne to propose the use of per capita 
fuel and power consumption as a superior index of development. But this would 
seem to discriminate against the progressive underdeveloped area capable of 
organizational innovations in response to the pressures of redundant unskilled 
labor. Mr. Hartshorne’s remarks on the role of entrepreneurial minorities and his 
stimulating discussion of so-called culture areas extending beyond national 
boundaries require no further comment. 

In a concluding chapter on “‘ Economic Policy and Economic Development”’ 
Hoselitz introduces the concept of three transitional phases in the developmental 
life of an economy. These consist of a solidarity phase, encompassing the period of 


8. Ibid., Footnote 1, p. 149. 
g. See this reviewer’s “The Community-Ce d Ent in Jap Economic Development”, 
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unification, integration, etc.; a goal attainment phase including the period of 
state direction for constructing the economic and non-economic infrastructure; 
and an adaptation phase during which the community indifference curve comes 
to reflect a diversity of private goals. Clearly the “‘induced”’ case of the earlier 
schema becomes associated with the predominance of goal attainment and the 
“autonomous” with the predominance of adaptive problems. The integrative 
solution usually precedes and makes possible the sway of public, later private, 
aspirations over what can now be called an economy. Hoselitz points out that no 
inflexible three-phase sequence is invariably to be expected, that external crises 
may force an economy to repair its “solidarity” and that internal depressions 
may yield a resurgence of communal goal attainment over the diversity of private 
aspirations. 

The Hoselitz presentation, elegant and persuasive as it may be, does not bring 
us closer to our objective, the distilling of precise logical relationships from 
diffuse historical experience. It is possible to say (as Hoselitz does) that adaptive 
behavior became the norm in the 19th century but that the turbulent 2oth led to a 
reevaluation of collective goals; but this is not demonstrably better than the 
statement that we have moved from government control under mercantilism, to 
relative laissez faire in the 19th century, to renewed government intervention in 
the 2oth in order to protect the individual against the excesses of the market. 
Absent in both is an answer to the fundamental query: why is there conflict 
between private entrepreneurship and the integrative plus goal attainment needs 
of an economy in one instance and mutual reinforcement in another? 

As their authors will readily admit, the theoretical schema presented here have 
only very limited significance for purposes of empirical testing, policy or prediction. 
In a sense the trouble with these economic boxes is not that they are essentially 
empty but that the hypothesized pattern of interaction between them is ill-defined. 
The three-dimensional matrix attempts to focus on the prime variables and the 
‘‘binding agent’’ which make growth possible; but it cannot assist us in assigning 
priorities and locating those critical areas of transition when change can be 
expected to become routinized. Until we are able to construct a better framework 
for empirical research assorted glimpses into historical processes from the vantage 
point of ideal types cannot be expected to pay real dividends. 


Institute of Development Economics, GusTAv RANIs 
Karachi (Pakistan) 
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Hans Brems. Output, Employment, Capital, and Growth. A Quantitative 
Analysis. New York 1959. Harper. vim, 349 pp. 


“In the present volume the author attempts to restate and occasionally to 
refine and extend modern and neoclassical models of output, employment, 
capital, and growth.”’ The bulk of the book consists of fifteen general equilibrium 
models, described as: 


(1) A Keynesian Determination of Aggregate Static Equilibrium Output; 
(2) The Foreign-Trade Multiplier; 
(3) The Complete Keynesian Model; 
(4) Price Policy and Fiscal Policy at Less than Full Employment; 
(5) The Balanced Foreign-Trade Multiplier; 
(6) Employment and Money Wages Under Balanced Foreign Trade; 
(7) The Static Open Leontief Model; 
(8) Closing the Open Leontief Model; 
(9) Neoclassical Theory of Wages, Capital, and Output; 
(10) A Modern Restatement of the Theory of Wages, Capital, and Output; 
(11) A Proportionate Equilibrium Rate of Growth; 
(12) Growth Rates of Output, Labour Force, Hours, and Productivity ; 
(13) Constancy of the Proportionate Equilibrium Rate of Growth: Result or 
Assumption? 
(14) Growth and Technological Progress; 
(15) The Foreign-Trade Accelerator and the International Transmission of 
Growth. 


From this summary it is clear how high the author has aimed. The fact that for 
his numerical examples he could rely on the electronic apparatus of his University 
does not detract from our admiration, neither does the fact that he has received 
substantial help in the form of critical remarks from the side of an impressive 
number of American and European economists. 

Hans Brems does indeed have the gift of formulating his conclusions in a most 
precise, concrete, and clear fashion. On the other hand he undeniably tends to 
employ most complicated analyses to reach conclusions which, I think, might 
have been arrived at by simpler proofs. This is due to the author’s tendency to 
treat economic theory in a purely mathematical way, even in those cases where it 
is not strictly required to do so. A consequence of this is e.g. a symbol system 
which may possibly appeal to a mathematician, but which does not fail to annoy 
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an economist, who is interested in material contents rather than in pure for- 
malization. 

But apart from these formal issues the question may be asked if economic 
theory is nothing beyond a deduction of the mathematical properties of a number 
of economic models, and which, incidentally, may be infinitely multiplied. The 
author has naturally selected only those models which he thinks relevant towards 
a description of economic processes as they actually go on. The question remains 
however if this selection has been the right one. 

Brems has made an effort to make a synthesis of three major currents in 
economics, viz. first, the Keynesian theory that demand determines production, 
secondly the Swedish theory that economic equilibrium is conditioned by ex-ante 
variables being equal to ex-post variables and thirdly the Leontief-Harrod-Domar 
theory of the constant capital coefficient. 

The author in his short term models heavyly relies on the simple Keynesian 
theory. However since the greater part of investments are dependent upon 
monetary conditions they cannot be handled—as Brems does in his initial models— 
as autonomous quantities. Furthermore the distinction made between ex-ante and 
ex-post variables may be useful in a dynamic analysis, but as the author is using the 
method of comparative statics, there may be doubt about the relevancy of the 
distinction, because in the case of equilibrium expected and realised variables are 
equal. 

The absence of an economic price and allocation theory in most of Brems’ 
models seems to be another debatable point. In some places the prices of the 
finished product and those of the factors of production are supposed to be auto- 
nomous, whereas in other places the author presupposes a simple proportion 
between the two prices. There is indeed a chapter which denies this proportion, 
but what is then left of the value of the previous models? In that case, does it give 
sense to conclude that output increases if prices of finished products are kept 
constant while wages and profits are on the increase, or to conclude that output 
decreases if prices go up along with wages and profits while the tax system is 
progressive? Moreover is it relevant to lay down that a balanced foreign trade 
must be achieved by budget policy if the author does not even mention the 
monetary factors, whereas a sound monetary policy perhaps can do the same 
thing automatically. 

The want of an economic allocation theory in Brems’ book becomes obvious 
in the chapter dealing with the relations between “Employment, Money Wages 
and Balanced Foreign Trade’’. One wonders why the author bases himself on the 
theory of complete specialisation and not of incomplete specialisation. Does he do 
so because in that case the exponential equation system would be stiil more 
complicated? (For his limited two-countries model Brems employs the following 
direct and indirect elasticities of demand efn; Epn; efn; Epn; Epu; ef¢u; so that the 
reader has already the greatest trouble not to confound the symbols. Had he also 
used the elasticities of supply the reader would, owing to his awkward symbols, 
in the case of incomplete specialisation certainly have been at a complete loss.) 
For the rest I cannot help wondering why Brems does not use equation systems 
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like Tinbergen’s in which the variables are measured in relative deviations. For 
the problem under discussion the latter models are no doubt to be preferred 
because of their comparative simplicity. 

Although the present reviewer—as appears from the above—has some 
doubts as regards the author’s short term models, he is definitely sceptical at 
Brems’ growth models. These are based on the Harrod-Domar theory of the 
constant capital coefficient. It stands to reason therefore that according to Brems 
the rate of growth of national income is determined by the relation between the 
rate of saving and the given capital coefficient. The index of labour productivity 
is then deduced by dividing the national income index by the index of the working 
population. In this way it can be concluded that a growing population has a 
negative effect on the per capita inceme. In actual fact the relation between 
growth of population and labour productivity is not at all so simple as Brems and 
many others with him suggest to us. The level of labour productivity is certainly 
not causally determined by a mere quotient of production and employment, as 
Brems himself admits (p. 243), and so the author’s conclusion about the disad- 
vantages of population growth is preposterous. 

I regret that my opinion about Brems’ ambitious work has turned out rather 
negative, in the sense that I doubt if one can recommend it to even the most 
proficient student of economics. I have indeed a feeling of regret because I have 
the greatest respect for the intelligence and the enormous drive which both of 
them are obvious in this book. There will be few scholars that will equal Brems in 
these respects. 


Catholic School of Economics, D. B. J. ScHouTeN 
Tilburg (Netherlands ) 


Paut CHoMBART DE LauweE and others. Famille et habitation, Sciences 
humaines et conceptions de (habitat. Paris 1959. Centre National de la 
Recherche Scientifique. 219 p. 18 NF 


This book should be considered as the first volume—one more is to follow— 
of a study of the Family and Housing. In the second volume the results of an 
original field research on the attitudes of families towards housing will be published. 
It was an excellent idea of the Groupe d’Ethnologie sociale, which is conducting this 
research, to have it preceded by the present volume. In it a summary is given of 
sociological and economic research in the past. Moreover, modern philosophical 
and artistic ideas about the lodging of families are brought out in the reports 
of interviews with eleven outstanding French architects. These two topics form 
the subject-matter of the two sections of this volume. 

Each part is introduced by a chapter giving the reader his bearings. In the 
first, the socio-economic part, this chapter deals with the family and housing in 
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non-industrial societies of today, thus ensuring that the student is aware of the 
total cultural environment when studying micro-situations. The second part has 
an entirely different kind of introduction: a survey of the changing conceptions 
of functionalism among French architects from the 17th century up to the present 
day. In my opinion quite a different introductory study would have been more 
helpful for understanding the ecological structures in which at least half the 
world’s population is living, viz. a sociological discussion of the historical process 
of urbanization. It should have been made clear how today’s constructions bear 
the marks of all the various stages of this evolution from small town into the town 
with a city as its centre and, where such was the case, from this into a metropolis, 
or, in other terms, the steps by which the commercial town progressively became 
the “‘insensate industrial town’? (Mumford), then the town divided into func- 
tionally different quarters, and finally the trend towards functional towns (Russia). 
Such an analysis could provide sociologists with the means of understanding the 
tensions between modern family life and its obsolete settings, and architects with 
ideas for readjusting older quarters by the provision of modern services and for 
designing suitable types of housing for the future. 

Chapter Two of Part 1 presents a good systematic survey of much piecemeal 
research on housing from a large number of countries. It mainly shows two 
things: our ignorance about a field so near to all of us, and the lines along which 
a thorough research can and should be made. At the end of this chapter allusion 
is made to our problem mentioned above: the way in which urbanization has 
been growing. The Group, however, should not forget the difference in methods, 
when applied in the micro- and in the macro-field. 

Chapter Three is of a more statistical nature. It presents in an excellent way 
the existing analyses of the part which lodging has in family budgets. It begins 
with the statement that shelter has always been recognised as a first necessity 
of life, but not even the rich countries have so far succeeded in providing all 
families with adequate satisfaction of this need. The authors feel obliged to con- 
clude that the solution of the problem cannot actually be provided by means 
of private budgets and that only public authorities can tackle it in an efficient 
way. There is, however, no discussion of the way in which resources are to be 
found, nor as to what should be sacrificed by these public authorities in order 
to finance a desirable housing programme. 

In order to clarify the present situation, objective yardsticks are established 
in Chapter Four for evaluating deterioration of houses. Pathological consequences 
of this are demonstrated on the basis of research material. It becomes evident, 
however, that housing can never be considered as an isolated factor. Rather, it 
serves as a kind of symbol, indicating a situation of total deprivation, as well as 
shaping that situation. 

The second section of the volume is the most entertaining one to read. In 
very systematically presented reports of interviews with architects, we meet most 
lively persons, with an abundance of ideas, personal tastes and opinions as to 
what social life should be like, fighting to get their chance to fashion it accordingly 
in their constructions. Undoubtedly, many of these ideas are sound and stimu- 
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lating. The reader should be warned that he needs more than a reading knowledge 
of French to understand such a language as that of Le Corbusier! 

In brief, this book is a first attempt at an overall theory of the relation between 
family and housing. As such it is an excellent contribution, the theories being 
true empirical generalizations. Although the first part is strictly scientific, the 
authors do not hesitate to draw inferences for practical application, when facts 
clash with values. The second part presents the results of research into the ideas 
of one of the leading groups in housing construction. This approach should be 
extended to other influential groups in this field, such as politicians and ad- 
ministrators. As it now stands, the book is of great importance to sociologists, 
to economists dealing with consumer behaviour, to architects and to family 
organizations. I wish it might come into the hands of many administrators as well. 

I am sorry to say that the Dutch texts, as printed in the references, have been 
badly mutilated. 


Institute of Social Studies, J. A. PonsioEN 
The Hague (Netherlands ) 


Ronacp S. Epwarps and Harry TOwnsEnD. Business Enterprise: Its 
Growth and Organisation. London 1958. Macmillan. xvn, 607 pp. 60s. 


All students of business affairs will acclaim the authors of this book for the 
wealth of accurate and detailed information about firms and industries that they 
here provide, for their shrewd comments on policies and trends in industrial life, 
and for their lucid and unpretentious presentation of the facts. The field covered 
is wide. In Part 1 the authors are mainly concerned with the character of firms, the 
means by which they come into existence, their ways of growth and the diversity in 
their organisation. Part 1 entitled ““The Integration of Industrial Activities’, deals 
with industrial location and the economies of scale, and then goes on to explain 
the ways by which the multifarious activities of industry are coordinated—by 
administration, by market transactions or by cooperation. Under the general 
heading of ‘“The Government and Industry”’ in Part m, the authors discuss such 
topics as the finance of industrial research, official controls, location policy and the 
nationalised industries. Finally, in Part 1v, they deal broadly with factors that 
contribute to industrial progress, and in this connection they consider the supply 
of resources for innovation, incentives, taxation policy and the economic functions 
of the state. The discussion is never allowed to stray far from the realm of fact and 
particularity. Illustrations are copious and detailed, and Parts 1 and 1 are followed 
by appendices which consist of papers delivered by business men to the London 
School of Economics Seminar on Problems in Industrial Administration, the 
source of much of the information in the book. 

The authors have not attempted to write a systematic treatise on industrial 
organisation. Indeed, they doubt ‘‘the existence of any principles of industrial 
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organisation that are both right and useful’’ and they are inclined to wonder 
‘‘whether there is a normal pattern at all”. One can applaud their caution and 
modesty, but at the same time one may suggest that their reluctance to entertain 
general propositions that express either imperatives about policy or descriptions 
of industrial phenomena has been carried so far as to deprive the book of unity. 
Their agnosticism, in other words, may have made it difficult for the authors 
to maintain a consistently pursued theme and so to preserve proportion in the 
exposition of their subject. This may account for a certain uneveness in the 
treatment of various topics. For instance, everyone must admire the chapters in 
Part m where the problems of the nationalised industries are treated with skill and 
penetration, whereas many readers may doubt whether the long discussion of the 
Board of Trade Working Parties and the Development Councils is to-day of 
sufficient interest to deserve its place in a book of this kind. Similarly, the argument 
in the chapter on the Supervision of the Steel Industry is shrewd and convincing, 
whereas the authors’ reluctance to enter upon a theoretical discussion is responsible 
for the rather superficial treatment of price control, for theory can make an in- 
dispensable contribution to this difficult problem, as Professor Galbraith has 
shown. 

Yet if at times analysis stops short of the point of illumination, the authors have 
been very successful in their treatment of many well-worn topics that regularly 
put in an appearance in books on industrial economics. Thus the chapters on 
industrial location and on the economies of scale are lively and fresh; and here 
general argument and detailed illustration are skilfully combined. Undoubtedly 
this is the most important book on the subject to appear in this country for many 
years. 


University College, London G. C. ALLEN 


PauL ERDMAN. Swiss-American Economic Relations: Their Evolution in 
an Era of Crises. (Veréffentlichungen der List Gesellschaft, Bd. 11.) 
Kyklos-Verlag, Basel, und Mohr (Siebeck), Tiibingen, 1959. vim, 
173 S. Brosch. pM/sFr. 16.80, Lw. 20.— 


Es handelt sich hier unseres Wissens um den ersten Versuch einer Gesamt- 
darstellung der schweizerisch-amerikanischen (usA) wirtschaftlichen Beziehungen 
in den letzten hundert Jahren, das heisst seit der Zeit des Bestehens des Schweizeri- 
schen Bundesstaates und des Beginns des Aufstiegs der Vereinigten Staaten zur 
fiihrenden Wirtschaftsmacht. Wohl liegen iiber einzelne Aspekte dieser wirt- 
schaftlichen Austausche und Verflechtungen gewichtige Einzelstudien vor, auch 
bieten die offizielle Statistik sowie Aktensammlungen Méglichkeiten zu reicher 
Ausbeute. 

Der Amerikaner Erdman, der in der Schweiz seine Studien abgeschlossen hat, 
hat die Chance genutzt, um iiber ein sein Heimatland und unser Land tangieren- 
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des Problem sachkundig und unter persénlicher Stellungnahme, mit gutem Sinn 
fiir die grossen Zusammenhange aufschlussreichen Bericht zu erstatten. 

Die Arbeit ist in ungefahr drei gleich grosse Teile gegliedert. Im ersten Ab- 
schnitt: «The Setting of the Problem», werden die charakteristischen Merkmale 
der usa- und der schweizerischen Volkswirtschaft aufgezeigt, und es folgt ein 
Uberblick iiber die Handelsbeziehungen und die Ein(Aus-) wanderungsbewegung 
von 1850 bis 1934. In einem zweiten Hauptabschnitt behandelt der Verfasser die 
wirtschaftlichen Beziehungen (Giiter- und Kapitalverkehr) von 1936 bis 1945; 
im dritten Teil die Nachkriegsara (bis Anfang 1959). So liegt das Schwergewicht 
offensichtlich auf der neuesten Zeit. Der Untertitel der Arbeit enthalt auch den 
Hinweis darauf, dass es dem Verfasser vor allem auf eine Herausarbeitung der 
letzten, in einer Beziehung (Interhandel) noch nicht abgeschlossenen Ara an- 
kommt. 

Entscheidend neue Erkenntnisse ergibt die Untersuchung nicht. Trotzdem 
ist die Studie sehr wertvoll und harrte das Thema eines Bearbeiters; denn die 
schweizerisch-amerikanischen Wirtschaftsbeziehungen sind durchweg einzig- 
artig und sowohl historisch wie wirtschaftspolitisch héchst bemerkenswert. An- 
gesichts des Umstandes, « that ca. one third of total national income in Switzerland 
is earned abroad (approximately 70 per cent of this arising from exports of 
goods) ... the fact looms large in Switzerland that domestic prosperity is to a great 
extent a function of American prosperity». Und mit Bezug auf die Funktion der 
Vereinigten Staaten vis-a-vis der Schweiz im Ersten Weltkrieg ist die Bemerkung 
durchaus statthaft, dass «the United States’ resources have provided a type of 
insurance for the economic survival of Switzerland during times of crisis». Nicht 
uninteressant ist auch die auf Seite 133 aufgewiesene Liste der « Leading Foreign 
Holders of American Securities in 1954» (aus Survey of Current Business, May 1954), 
in welcher die Schweiz an erster Stelle steht, in einigem Abstand gefolgt von 
Grossbritannien, dann — in weitem Abstand — von Kanada. 

Jeden Schweizer werden Erdmans Ausfiihrungen im Kapitel « Major Problems 
in Swiss-American Postwar Economic Relations» (sowie die zuvor gemachten 
Bemerkungen zum Currie Agreement) persénlich bewegen, denn hier werden 
Fragen wie Marshall-Plan, ozec, Escape Clause und American Watch Tariff, die 
deutschen Vermégenswerte in der Schweiz und die Interhandelaffare behandelt, 
die mehr als nur ein Kapitel der Handels- und Finanzbeziehungen zwischen den 
beiden Landern, namlich einen gewichtigen Aspekt der schweizerischen Aussen- 
politik, beriihren. Hier sei nur vermerkt, dass mit Bezug auf die Frage der Uhren- 
zélle der Verfasser die Entscheidung der usA-Regierung kritisiert und ablehnt, 
mit Bezug auf die Frage der deutschen Vermégenswerte (und Interhandel) hin- 
gegen eine deutliche Kritik der Konzeption und Handhabung der schweizeri- 
schen Aussenpolitik in der Zeit des Zweiten Weltkrieges und spater, verbunden 
mit einer ohne weiteres konzedierten Anerkennung des ausserst klugen taktischen 
Vorgehens der schweizerischen Regierung zum Ausdruck bringt. 

Da dem Verfasser nur amtliche Verlautbarungen und Zeitungsberichte zur 
Verfiigung standen, kommt seiner Stellungnahme in diesen Dingen nur der Wert 
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die grossen politisch-6konomischen Gegenwarts- und Zukunftsprobleme, die einer 
offenen und 6ffentlichen Aussprache rufen, bedauert der Rezensent aber keines- 
wegs, dass einem amerikanischen Autor in der einer schweizerischen Hochschule 
vorgelegten Doktorarbeit die volle Freiheit der Meinungsausserung auch in einer 
delikaten und umstrittenen Angelegenheit von hoher politischer Brisanz zu- 
gestanden worden ist. 

Der Hauptakzent der Arbeit liegt auf dem Phanomen, dass die wirtschaftlichen 
Beziehungen zwischen der Schweiz und den Vereinigten Staaten « have proceeded 
almost totally free of paralyzing governmental regulations», und das Schlusswort 
des Verfassers lautet: «Recent Swiss-American economic relations, then, have 
provided an exceptional example of normalcy in an age when abnormality has 
been the rule in the economic world. » 


Universitat Ziirich (Schweiz ) MaAx SILBERSCHMIDT 


AssAR LinpDBECK. The “‘New’’ Theory of Credit Control in the United States : 
An Interpretation and Elaboration. Stockholm 1959. Almquist and Wik- 
sell. 56 pp. Sw. Kr. 4.- 


The editors of the Stockholm Economic Studies decided wisely, I believe, 
when they chose to start their new Pamphlet Series with the publication of Assar 
Lindbeck’s The “‘New’’ Theory of Credit Control in the United States. If this first study 
is a hint of things to come, one can only hope that this Pamphlet Series will soon 
include many more titles. Since it is the most comprehensive examination of the 
“‘new’’ theory to appear so far, it should be of particular interest to European 
readers, or indeed to anyone who has not followed at first-hand developments in 
American thinking about the theory of monetary policy’. 

Chapter 1, which is introductory in tone, contains a few cursory remarks about 
the revival of classical monetary policy in the United States and a brief (though, 
as I indicate below, not entirely adequate) summary statement of the new theory. 
In Chapters n and m1, then, the various arguments or hypotheses of this theory are 
presented. None, so far as I can tell, have been omitted. Not that Lindbeck has 
been content merely to record the ideas originally propounded by Roosa, Williams 
and others who had a hand in developing the new theory. Nor is he concerned 
about the empirical validity of these arguments, which is too bad. Rather, he is 
interested in their logical structure, that is, their internal consistency and impli- 
cations. 

It is for this reason, presumably, that Lindbeck spends a good many pages 
translating the original arguments into the current language of economic theory. 
(This, by the way, is not space poorly spent; in their original form the arguments of 


1. Lindbeck’s footnote references (see especially pp. 13, 30) provide a reasonably complete guide to the 
previous literature on the new theory. 
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the new theory were, with few exceptions, imprecisely formulated, and so were 
in need of the sort of interpretation and elaboration Lindbeck has given them.) 
Thus, the market-value-of-portfolio (liquidity) effect on borrowers and lenders 
is developed within the framework of utility maximization; risk-yield preferences, 
which are meaningful only in a risky world, are used to justify theoretically the 
original hypothesis. Similarly, the expectations arguments of the new theory, 
which as initially stated made use of the notion of “‘uncertainty”’, are recast in the 
language of probability. Lindbeck does less with the so-called yield-differential 
and locking-in effects, although the distinction he draws between rational and 
irrational locking-in is certainly well taken. The credit rationing or market 
structure argument is treated in considerable detail, however; in this connection, 
Lindbeck tries to distinguish between various types of non-price rationing criteria 
(e.g., credit worthiness vs. various personal critieria), but not, I think, with much 
success. 

So much for Chapters u and m. Chapter rv, the last in the study, appears to me 
to be the most original as well. In it Lindbeck fits the new theory, which deals 
essentially with financial behavior, into a complete macro-economic model. This 
unfortunately, is something neither the founders of the new theory nor previous 
commentators ever bothered to do. (In an appendix, Lindbeck analyzes the 
stability of the model presented in Chapter tv.) 

In the smail space remaining let me set out very briefly the few critical thoughts 
which came to mind as I read Lindbeck’s study. First, I have looked in vain for a 
definition of the phrase “‘credit availability”. Nor was this search merely an 
exercise in pedantry. It is not conducive of clear thought that we should have in 
wide usage a phrase which, when it means anything at all, means different things 
to different people. 

My second point, since it concerns the motivations of those who founded the 
new theory, is perhaps more in the realm of the sociology of knowledge than of 
economics. Perhaps the desire was, as Lindbeck suggests, to defend classical 
monetary policy against criticisms first offered in the 1930’s. I would argue, 
though, that the aim was to show that small changes in interest rates could be 
effective. Only by showing this could those who wanted a return to flexible 
monetary policy and an abandonment of “‘pegging”’ reconcile this desire with an 
acknowledged responsibility for preserving order in the market for Treasury 
securities. The hugh postwar debt was in effect another constraint on the use of 
monetary policy. Without this added constraint, defenders of classical monetary 
policy could have answered their critics simply by calling for large changes in 


interest rates?. 

2. It should be noted that we no longer hear much of the arguments of the new theory from the Federal 
Reserve Board. This suggests, it seems to me, that there are those who think the theory has served its purpose— 
namely, of providing a theoretical rationale for the Treasury-Federal Reserve Accord—and is now best 
forgotten. 

Also, unless I miss my guess, Federal Reserve Board theoreticians would take strong exception to Lind- 
beck’s use of “the” interest rate of Treasury securities as the central bank’s “parameter of action”. They 
would insist, I think, on the use of total bank reserves as the parameter which the central bank fixes. Moreover, 
they would appear to be right in this, though not for the reasons they would surely give. The point is that 
using total reserves one is free to investigate the relationship between changes in bank reserves and changes in 
supply conditions in the various credit markets. This is an important relationship which needs more study. 
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My final point, an objection to the particular utility analysis employed by 
Lindbeck in expositing some of the hypotheses of the new theory, may only 
reflect a prejudice of mine. Anyway, I do not see that it makes much sense to 
include as arguments of individual utility functions indexes of liquidity and risk, 
which is what Lindbeck does. This approach cannot easily be justified on a priori 
grounds. Of course, individual preferences must play some part in any explanation 
of investment behavior. But preferences should not be invoked to explain, say, the 
difference between the portfolio behavior of commercial banks and life insurance 
companies. One is i:ard put, I think, to find a basis for assuming that preferences 
are distributed as between industries in a way which accounts for observed 
variations in investment behavior. It is possible, obviously, that no such thing is 
intended. Perhaps it is just that the utility function postulated by Lindbeck provides 
a convenient way of summarizing behavior. Even here, however, I would object 
on the grounds that this approach obscures more than it reveals. It will probably 
prove more fruitful, I believe, to stick with some variant of the profit maximization 
hypothesis, and to analyze the implications of this hypothesis in a risky or uncertain 
world. Following this course, actual differences in investment situations can be 
used to explain differences in investment behavior. 


Washington, D.C. (USA) Joun H. KAREKEN 


Fritz Macuuuvp. An Economic Review of the Patent System. Study No. 15 
of the Subcommittee on Patents, Trademarks, and Copyrights, 
Committee on the Judiciary, u.s. Senate. Washington, D.c., 1958. 
Government Printing Office. 89 pp. 


This brief essay, written for a committee of the United States Congress, 
presents an economic appraisal of “‘the patent system”’ as found at present, and of 
various proposed or possible revisions of the system, including the radical revision 
which would be embodied in its abolition. It should be of interest to European as 
well as American economists, since it deals with patent systems of the western 
world as a group, and not just with that of the United States. 

Correspondingly, it emphasizes the a priori analysis of broad general issues and 
alternatives. It has relatively little to say of the detailed legislative provisions and 
administrative procedures found in any particular country, does not draw to any 
significant extent on empirical observations of the working or effects of the patent 
system, and in general is short on informational content of the sort which many 
would feel to be requisite as a background for the a priori analysis. Even on the 
a priori level, it is quite selective in its identification of ‘‘basic’’ issues for discussion, 
and thus eschews any treatment of some interesting issues which have been 
emphasized in earlier literature. Further, the exposition of applied theory seems 
rather loosely and perhaps hurriedly organized, and seldom thoroughgoing in 
character. In spite of such limitations, which are probably in large part the result 
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of the purpose of the essay and of restrictions on its length, it is interesting for its 
suggestions of some useful lines of theorizing and investigation concerning the 
impact of patent law on economic behavior. 

The first five pages present a synoptic historical survey of the development of 
patent systems in Europe and the United States, and the following thirteen pages 
review very briefly some “‘institutional facts and circumstances’’: conditions, 
procedures, and limits of patent protection; ‘‘abuses’’ of patent monopolies 
(extension of coverage time through pendency and improvement patents, domi- 
nation of entire industries, restrictive licensing, pooling with collusive intent, 
fencing, nonuse or suppression, and so forth), compulsory licensing, international 
patent relations, and plans for reform. The final section, on “‘economic theory’’, 
opens with a 25-page survey of evaluations and criticisms of the patent system by 
early and contemporary economists which relies very heavily on a long series of 
quotations. The remainder of the section, comprising roughly the latter half of the 
essay, contains the author’s own theoretical analysis and appraisal. 

The central part of this argument concerns incentives to invent and innovate 
and how they might operate without a patent system and with systems of different 
sorts. It analyzes the private and the social costs and values of inventions, and 
considers the role of the patent system as a possible device for supplying private 
incentives which will secure an optimal balance between social cost and social 
value. There is then a discussion of the probable effects of shortening or lengthen- 
ing the period of patent protection, introducing or abolishing compulsory licensing, 
and prohibiting or permitting restrictive licensing, and finally a four-page evalu- 
ation of the patent system as a whole. Some conclusions are reached on specific 
issues, but the overall evaluation of the patent system must of necessity be, in the 
mind of the author, inconclusive. 

The analytical section as a whole features a priori and frequently ad hoc theo- 
rizing of a rather taxonomic sort, and is very general in character. The reviewer did 
not find the end product satisfying, but believes that it is worth reading for some 
lines of analysis it suggests. Perhaps this essay is best viewed as a sort of prospectus 
for parts of a much longer and more thorough study, such as Professor Machlup is 
reported in the preface to have under way. 


University of California, Berkeley, California (USA) Jor S. Bain 


Srpney WEINTRAUB. A General Theory of the Price Level, Output, Income 
Distribution, and Economic Growth. Philadelphia 1959. Chilton Compa- 
ny. XI, 122 pp. $3.50 


Weintraub sets out from the proposition that the purpose of economic theory 
is to formulate laws which enable us to make fairly accurate predictions. From 
this undoubtedly very sound standpoint he attacks the quantity theory for its 
failure to fulfil this requirement. His criticism—that changes in the money supply 
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never influence prices directly, only indirectly and via their effects upon output 
and employment—has been put forward by many earlier economists, as well as 
the criticism of the concept of the velocity of money and its aileged constancy. 
Recent discussions and experience have also shown how limited are the possibilities 
for the central bank to govern the price level by means of regulating the money 
supply when the primary goal of economic policy is full employment and not a 
stable price level. 

Having dismissed the quantity theory of money, Weintraub claims to offer 
a new law of the price level, based upon the truism P= k w/A, where P stands 
for the general price level, k for a multiple of the wage bill, w for the money 
wage, and A for the average product per worker. From figures relating to national 
income data for the usa from 1929 to 1957 he finds k to be highly constant. Hence, 
the price level will rise only if w/A rises. And the conclusion is: ““The wage level, 
not the money supply, governs the price level’’. 

A similar view was advanced in the early 1940’s by Jorgen Pedersen and was 
then criticized by Bertil Ohlin and, later, by Erik Lindahl (in Ekonomisk Tidskrift, 
1943 and 1945). Thus Pedersen in his original and stimulating book Pengeteori 
og Pengepolititk (Copenhagen 1944) presented the formula P=k-L/E, where 
P = the price level, k = a constant denoting the degree of monopolism (k = 1 
indicating perfect competition), ZL = average wages per hour, and E = mar- 
ginal productivity of labor. Pedersen’s starting-point is simply one of the n equa- 
tions in Cassel’s price system. Here too the conclusion is that the price level is 
determined primarily by the wage level, that in the long run one can justifiably 
claim proportionality between P and L, and that one could steer prices by steering 
wages. Since the monetary authorities have no influence on wages, they will have 
none on the price level. 

These two views raise two controversial points: The constancy of the wage 
share in the national product and the predictive power of the formula presented. 
Weintraub meets Robert M. Solow’s criticism of the former point by maintaining 
that one should think of it in terms of national-income concepts whereas Mr. Solow 
uses figures relating to Gross Business Product—a not very convincing reply. 
According to his computations k has decreased from 2.16 in 1929 to 1.87 in 1957. 
For a couple of years and presuming stable economic conditions, we think that k 
probably can be held to be constant. But certainly not when there are substantial 
changes in the price level, in productivity, in the rates of interest, or in the tax level. 

The second question is whether a given distribution of income can be fruit- 
fully connected with predictions of the development of general prices. Evidently, 
this can be done only under certain specific conditions. This seems to be the 
main objection to Weintraub’s idea: that he has given us a general theory of the 
price level and a general means of predicting movements in the price level. His 
formula (and the same applies to that of Pedersen) is only an instrument for 
illustrating the correctness of the prediction that, if all wages originally increase 
by a given average percentage and there are no a priori reasons for expecting any 
considerable changes in productivity and in the distribution of income, there will 
most likely be a roughly proportional increase in prices. From this reasoning, 
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however, it does not follow that if we control wages we shall also be able to control 
the price level. Wages are not the only causal element. In Sweden, for instance, 
half of the great increase in general prices during the first ten years after the 
second world war was probably due to the increase in import prices. Irrespective 
of foreign trade, prices can also increase because of a decrease in saving or of an 
increase in public spending. 

The weakness of Weintraub’s thesis can be ascribed to the fact that he con- 
siders neither the demand side nor the whole cost side, e.g. prices of raw materials 
or rates of interest. There can obviously be situations in which predictions on 
the basis of the equation of exchange will turn out to be more correct than those 
based upon a “‘cost-formula’’, e.g. when a government increases its expenditure 
by deficit spending at a high level of employment, as happened in some countries 
after the war. 

To us it seems rather futile to try to formulate a general theory of price 
developments or of price predictions, because there is no single causal element 
or unique causal relation. Several factors play an important réle, such as the 
strength of the labor unions and the policy pursued with regard to public spending 
and financing, employment and rates of exchange, etc. If the labor unions have 
the power of enforcing demands for higher wages and if they use it in a full 
employment situation, where productivity has not increased, the general price 
level will obviously tend to rise. According to Weintraub a way out in such a situ- 
ation would be a “‘research agency collecting data on all (important) wage agree- 
ments, and estimating what their implications are for the price level by means of the 
tools staked out above. Once this situation was available, and once union leaders 
knew that it was possible for Congress to call for it and legislate in the hue and cry 
over inflation, I think the situation would do much to correct itself”. Thereby Wein- 
traub enters upon the much debated subject of how to stabilize prices under full 
employment. This is not primarily an economic problem. It is a political prob- 
lem—a problem bound up with the possession of political power: who have it 
and how interested are they in preserving the value of money? No satisfactory 
formula has been found so far for the attainment of the ambitious goal: Full 
employment and stable prices in a free society. Weintraub believes this to be due 
to our failure to arrive at “the correct theory of the price level’’, a missing link 
which he claims to have found. But his optimistic view seems to rest upon an in- 
correct interpretation of facts. The problem goes much deeper, although it is 
very simple to formulate: The struggle between the power blocks of the modern 
organizational economy and also between our many, and often incompatible, 
goals. Finally, one can only continue to hope, as do Weintraub and all others who 
have worked on the problem, that appeal to reason will give positive results 
some day. 


Lund University (Sweden) Huco HEGELAND 
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The Comparative Study of Economic Growth and Structure. Suggestions on 
Research Objectives and Organization. New York 1959. National Bureau 
of Economic Research. 200 pp. $3.- 


This book is the report of two meetings of economists and government officials, 
brought together in June and July 1958, to consider the directions which the 
comparative study of national economic growth should take and what new 
provisions for its organization should be made. It contains an orderly summary 
of views on the problems, possibilities, and techniques for studying comparative 
economic growth and structure written by Raymond Goldsmith; eleven extremely 
suggestive memoranda written casually, for the occasion, but nevertheless of high 
quality by Aubrey, Cairncross, Colm and Geiger, Goldsmith, Hagen, Hirschman, 
Hoselitz, Kuznets, Reynolds, Spengler, and Tinbergen. These reflect vividly the 
angles of approach of each of these scholars in their current work. The book also 
includes Goldsmith’s summary of the argument, leading to the suggestion that a 
‘‘Center for Comparative Quantitative Study of Economic Growth’’ be set up, an 
idea explored at greater length in Chapter 10 of Part 1. 

The array of names associated with these meetings suggests the variety of 
approaches to the problem of growth represented. The summary and recom- 
mendations, however, are strongly tilted to one line of approach; namely, that 
long associated with the National Bureau of Economic Research. 

The flavor of the argument is caught in these passages from the Summary: 


*“‘Our ignorance of the purely or predominantly economic aspects of economic 
development is still so great that the problem of integrating economic with 
noneconomic factors cannot yet be attacked with reasonable expectation of 
success. 

Economics is essentially a quantitative science, and economic statistics is 
exclusively concerned with phenomena that can be measured or ordered. It is, 
therefore, advisable to concentrate on the quantitative, measurable aspects of 
economic growth and structure even though some economic factors relevant to 
their study are not directly given in quantitative form and sometimes appear to be 
beyond quantification... The emphasis in the comparative study of economic 
growth and structure should therefore be put, for the time being, on research 
covering basic statistical and analytical problems.” 


We are all in the debt of the series of studies both executed by Simon Kuznets and 
inspired by him, which press back into history estimates of national income and 
its major components. Moreover, we can be confident that we shall incur further 
indebtedness if the National Bureau proceeds to organize systematically and 
comparatively such data as may exist on other dimensions of national economies. 
But it may be time to pose a series of questions before talent of this high order 
becomes committed too deeply to the study of growth on the philosophical and 
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methodological lines that Wesley Mitchell laid down for the study of business 
cycles. 

Was it really fruitful to suspend theoretical judgment on business cycle theory— 
and is it likely to prove so with growth—until all the respectable statistical data 
are amassed, organized, and compared? 

Was it really fruitful to limit the economic data brought to bear on cyclical 
analysis to statistically respectable series, and is this likely to be the case with 
growth? 

Was it really fruitful to exclude non-economic variables in the formal study of 
business cycles, and is anything of the first order of importance likely to emerge 
if this is done with the study of growth? 

These are debatable questions; but it is clear that they ought to be spaciously 
and dispassionately explored before any such firm and confident guidance is 
given, either to those working on growth in general or to the narrower circle of 
those whose bent might lead them to the comparative statistical study of national 
economies. 

Having worked more intimately than most with the National Bureau method 
of cyclical analysis, I can attest that the statistical data which emerge cannot be 
given meaning unless explicit theoretical hypotheses are advanced and unless the 
formal statistical measures are buttressed by the application of all manner of 
discontinuous statistical data, quantitative indicators which cannot be reduced to 
series, and non-quantitative data, both economic and nori-economic. I believe the 
reason that so much of the National Bureau’s work has been monographic rather 
than synthetic is because the task of achieving intellectual unity was postponed 
rather than regarded as an intimate and continuous part of the problem of 
developing and analyzing the statistical data. And from what I know of the 
problem of growth, the yield from the National Bureau method is likely to be 
thinner than it proved to be in cyclical analysis. 

When problems are broken down into narrow segments, and specialists 
proceed in the faith that they or others will reassemble the pieces later, they are 
likely to put off indefinitely the time of synthesis; and those who try for synthesis 
may find that the data have been painstakingly compiled in forms which do not 
fit the most interesting hypotheses. There is, for example, a systematic tendency 
among statisticians to organize their data at levels of aggregation which make it 
difficult to isolate the prime causal forces at work which determine cycles, trends, 
and growth. 

I would not argue that the National Bureau should accept the peculiar per- 
spectives of one somewhat aberrant economic historian. But it is time it took stock 
of its philosophy, its methods, its achievements, and its shortfalls before plunging 
wholeheartedly into the adventure of growth analysis. 


Massachusetts Institute of Technology, W. W. Rostow 
Cambridge, Mass. (USA) 
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Research into Factors Influencing Human Relations. Report of the Inter- 
national Conference, held at Nijmegen, Netherlands, 1956. Publish- 
ed by «Man and Community», Utrecht. Hilversum (no date). 
Uitgeverij Paul Brand. $3.50 


This volume contains 375 pages of small print and consists of summaries and 
verbatim reports of more than sixty papers read at an international conference 
which ambitiously set out to study ‘‘problems of human relations’’. In the circum- 
stances it is hardly surprising to find tremendous variation in the quality of the 
papers submitted and a complete lack of coherence in their presentation. The 
report includes papers on such diverse topics as ‘‘the philosophic background to 
human relations”, ‘‘how problems of human relations manifest themselves in 
various countries’’, “‘fundamental research in human relations’’, ‘‘interaction 
between research and application”’, “resistance to change in human relations’, 
“relations between employers and employees’’, and “‘the transition from agrarian 
to industrial society’’. 

A selection should have been made from this mass of verbiage with a view to 
publishing only those papers which made a valuable and original contribution 
and which could be related to one another through a less all-embracing central 
theme. Undoubtedly, any editor endeavouring to reject the unsuitable contri- 
butions would have given offence to a number of distinguished scholars. This may 
be why it was decided to publish them all without discrimination. This reflects 
the under-lying value judgement implicit in so much research into “human 
relations’, viz. the belief that all conflict is a bad thing to be avoided at all costs. 
But “‘sweetness and light” in human relations may be achieved at the expense of 
changes that would bring about a situation ultimately ranking higher in the scale 
of values of those concerned. In this case the feelings of contributors have been 
spared at the expense of any real advancement of the social sciences or of our 
practical understanding of human interaction in any particular sphere. 

Numerous speakers throughout this conference spoke of ‘improving’? human 
relations or of creating “‘satisfactory’’ human relations, without making explicit 
their answer to the question “‘satisfactory to whom in the pursuit of what ends?” 
The pre-occupation of so many social scientists in recent years with the promotion 
of “harmonious”? human relationships between nations, racial and religious 
groups, social classes, employers and employees and the like, is a reaction against 
the deplorable violence, oppression and exploitation that so often characterise 
these relationships. Unfortunately, it is not infrequently assumed that the alter- 
native is the maintenance of a precarious status quo by those wielding power, in 
which sophisticated techniques of psychological manipulation take the place of 
physical force. Terms like “‘partnership’’ are used alike by managers in industry 
and Europeans in Central Africa to delude their subordinates, outside observers 
and sometimes themselves, into believing that power is being shared and no 
longer used to exploit. 
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It is significant that the contributors who showed the most lively awareness 
of the positive role of conflict in human relations at this conference were those 
from the so called ‘‘under-developed countries’’. In these areas social changes 
are taking place so rapidly that it is impossible to ignore the fact that tensions in 
human relations are an inevitable consequence of these changes. Not only is it 
impossible to set the clock back but attempts to do so promote further conflicts 
which are even less likely to be contained by ad-mass methods, by dropping 
propaganda leaflets upon African villages from the air, or by playing “‘music 
while you work’’. 

At the end of this marathon conference the participants resolved to hold an- 
other like it in 1960. It is to be hoped that if they do it will concentrate its resources 
upon the examination of a narrower field and that the contributors will have a 
more sophisticated awareness of their own implicit values and assumptions. 


University of Edinburgh AnTHONY H. RicHMOND 
(United Kingdom) 
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